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FOREWORD 


By VERA ANSTEY, d. sc. (Econ.) 

Sir Ernest Cosset Lecturer in Commerce, University of London. 

Economic Planning, of one type or another, and of 
more or less completeness, is the order of the day 
throughout the world, and there are few topics of more 
vital importance to India at the present time. 

Social, including economic, policy is in the melting- 
pot in India. The new Provincial Governments are 
inaugurating their programmes, and have adopted ideals 
differing profoundly, in many respects, from those which 
have inspired policy in the past. It is, therefore, of the 
utmost importance that clear ideas should prevail as to 
the most economic methods of attaining those ideals. If 
confused or inconsistent policies are pursued, the experi- 
ment may cause widespread dislocation and maladjust- 
ment, and prove disastrously expensive. 

Mr. Qureshi is admirably equipped to treat the subject 
in a broad, comparative manner. He has studied his 
subject at first hand not only in his own country (first 
as a student, recently as a member of the Agricultural 
Credit Department of the Reserve Bank, and at present 
as head of the Economics Department of the Osmania 
University College, Hyderabad-Deccan), but also in 
England, the United States and Ireland. In addition he 
has made extensive tours in the Dominions. He is a 
young man of unflagging energy and balanced judgment, 
who always makes the most of his opportunities for 
personal observation and for consultation with experts. 
I can, therefore, confidently recommend serious considera- 
tion of his views to all concerned. 

VERA ANSTEY 

February 1938. 
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PREFACE 


THE subject, which is discussed in the following pages 
is of a highly controversial nature, and a good deal 
of misunderstanding is bound to arise if the motives of 
the author are not taken into consideration. The chief 
motive which has impelled me to undertake this work, 
is my desire to bring to the notice of my countrymen the 
changes which the post-war European economy is under- 
going, how far the policy of economic nationalism has 
been fostered, and what might be its effects on our 
exports. I have also described the measures taken in 
Europe and the United States whereby governments have 
directed or controlled the economic activities of the 
people, and the results that have followed. In India it is 
a growing belief that the State possesses some magic, and 
immediately it steps in to undertake the direction and 
control of the economic resources of the country, it 
will be able to remove the appalling poverty of our 
country and effect the millennium. A good deal of dis- 
illusionment and dissatisfaction are bound to come to those 
who have pinned their faith on this magic power of the 
state. The mere passing of a law, state intervention, or as 
a matter of fact, even the undertaking of certain enter- 
prises by the state itself will not solve our problems, 
unless fecial efforts are made to transform the character 
of the people and unless their intelligence is considerably 
raised by education and other such means. I do not believe 
in aggressive individualism, but I do maintain that we 
shall lose more and gain less by killing private initiative. 
India needs greater general education, both liberal and 
industrial, and greater facilities for research work. Our 
industries stand more in need of better trained labour, 
better internal organisation and scientific management, 
and better facilities for marketing, than just an artificial 



protection from foreign competition. What is popularly 
now called “ planning ” is nothing but rationalisation and 
scientific management and I am a firm believer in that. 
I think this much is enough to clarify my position. 

I began the present work in 1934 while I was a 
member of the Department of Economics and Political 
Science in the Trinity College, Dublin, and all credit for 
this work is due to Mr. Joseph Johnston, Fellow and 
Tutor of the College, through whose initiation, 
inspiration and encouragement I was introduced to 
this subject. I have greatly benefited by his advice and 
criticism. I am deeply indebted also to Dr. Vera Anstey, 
not only for contributing a Foreword to this work, but for 
the very keen interest which she has been constantly tak- 
ing in my work since 1932. In spite of other heavy duties 
she was kind enough to read the entire MS. in its preli- 
minary form and I have derived an immense amount of 
help from her criticism, suggestions and advice. My 
thanks are due to Dr. M. D. Tasser, Principal, M.A.O. 
College, Amritsar, and Mrs. Tasser for many useful 
suggestions, and to Dr. E. D. Lucas of the Forman 
Christian College, Lahore, for many useful suggestions 
and criticisms. I am also very much indebted to Pro- 
fessor F. J. A. Harding of the Osmania University, for 
having read the proofs, and to my colleague Mr. Abdul 
Qadir, B.Sc. (Economics), London, for preparing the 
Index. 


ANWAR IQBAL QURESHI. 

OSMANIA UNIVEBSITY, 

BYDEBABAD-DECCAN 

Febrtuiry 1938 
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CHAPTER I 

GOVERNMENT ECONOMICS 

AN apology must be offered for the title of this 
chapter. Government Economics: what idea does it 
convey? I would ask what idea did the catch-word of 
the nineteenth century — ^laissez-faire — convey? The 
spirit of the nineteenth century— generally speaking — 
was to “let things alone.” It was believed that enlighten- 
ed self-interest would lead to the welfare of the 
community as a whole. It was not a mere passive philo- 
sophy. It was a measiu-e of active revolt against the 
mercantile policies. The interference of governments and 
the idea of a visible favourable balance of trade 
and love of precious metals during the Mercantilistic 
regime had led to the disruption of international trade, 
and individual initiative was undermined. It is interest- 
ing to note how history repeats itself. We find to-day 
that the policies of Mercantilism which were discredited 
by the advocates of laissez-faire, are now being brought 
into increasing prominence. The causes of the present 
depression and chaotic state of affairs are attributed to 
the policy of “let things alone,” and as a remedy, 
it is emphatically declared that things ^ould not be let 
alone. On the contrary, we should embark on a 
programme of planned economy under the direction of 
the government. According to President Roosevelt “the 
evidences of change in our social order are so numerous, 
so tragic in some of their consequences, and so surely 
indicative of the necessity of sanity in all our planning 
for the future that there can be no argument with regard 
to the patriotic and self-sacrificing attitude all men ^ould 
take who have been given the duty of government, of 
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legislating and of administering the business of the 
people.”^ Is the government capable of administering 
the business of the people? The answer to this question 
will be given in the following pages where we shall 
discuss the fimctions which governments have performed 
diuing recent years to remove the defects of the existing 
social system. The policy adopted by governments in 
their new capacity as guardians of planned economy 
has been styled in the present essay “ Government 
Economics.” This policy is the opposite of laissez-faire. 
The main idea imderlying it is that it is a great sin to let 
things alone. Instead of letting things alone, governments 
should step in. The policy of stepping in has given birth 
to the new system of “Government Economics”, the 
predominant features of which are quotas, subsidies, 
bounties, exchange restrictions, competitive depreciation 
of currencies, exchange control, devaluation of currencies, 
import restrictions, and several other measures which 
we shall discuss in the following pages. The reaction to 
this “Government Economics” is far from satisfactory. 
The world has been divided into rigid watertight 
compartments; international trade has been strangled; 
and political corruption has resulted in the rise of 
dictatorships not so common before the introduction of 
this system. In this connection the remarks of President 
Hoover are worth quoting. He says “ modern despotism, 
in every case, has achieved its purpose by fanning the 
fires of Nationalism. To inflame hate, and to stir the 
sacred emotion of patriotism as a drug to liberty, is a 
favourable device of those who seek power. Their effect 
is to increase enormously the dangers of conflict.”^ We 
shall not discuss the political problems which the system 
of Government Economics has brought in its train, but 
shall confine ourselves only to its economic aspects. 

It is advocated that the State must set itself to 
reform the present haphazard economic system. We 
must ask: is the government capable of doing the task 

(1) Looking Forward. Roosevelt Franklin D. page 39. 

(2) Hoover. Herbert. The Challenge to Liberty, page 183. 
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which it is asking its nationals to entrust to it? “ If the 
government has not the capacity, through regulation to 
accomplish the easier task of an Empire, surely it can’t 
direct or run the system itself. Men chosen by election 
for oratorial triumphs and selected by bureaucracy will 
on an average be no more honest, far less competent and 
much more oppressive to liberty than merchzmts, bankers 
and industrialists operating under the law.”^ The 
economic structure of present day society is so intricate 
and complex that no ready-made solution can be given 
for the ills of the system. When we are dealing with a 
svstem which is a complicated one, we must expect to 
face intricate problems in dealing with it. “Administrators 
are realising that the conduct of business is always an 
intricate affair, and there is no such thing as one pattern 
for all industry. Businesses are made in their own 
models, and even in the manufactiure of brass-headed 
nails, no two factories tiurning out these articles are alike 
in conduct and conditions. In attempting to remedy 
defects in the minimum wage paid and the length of 
hours worked in a factory, many other defects might be 
created which are beyond remedy if the business is 
to be kept going.’’® The fimdamental defect in 
Government Economics and the policy of national 
planning is that modem countries are far from 
isolated and the repercussions of one coimtry 
do have definite effects on other countries.® It is 
deplorable to note that in spite of the introduction of 
this complicated system of Government Economics and 
the increasing interference of various governments to 
regulate the prices in their home markets, they have failed 
badly, and all their efforts have not been able to cure 
chronic unemployment. “Despite the recovery so far 
achieved, unemployment in 1934 was still more than 
double that in 1929. If the absorption of the unemployed 
should continue during the current year at the same 
rate as in 1934, the amoimt of unemployment in the 


(1) NeilUon, Francis. Control from the Top. p. XI. 

(2) Neillson, op. cit. page XI. 

See Bobbins, L. Economic Planning and International Order. 
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world, with production back to the 1929 level, would still 
be 75% greater than it was then. Yet the conclusion is 
irresistible that, imtil significant expansion of interna- 
tional trade is achieved, there will remain, despite 
substantial recoveries of national production, a ‘hard 
core of unemployment* in practically every industrial 
coimtry.”^ 

As long as economic forces are not left free to 
adjust themselves and to find a natural equilibrium 
between supply and demand, there can be no permanent 
world prosperity. If by artificial stimulants we 
succeed in restoring life to the dying corpse of world 
economy, the result will be mere temporary easement. 
We shall be only delaying the final collapse, and the 
aftermath will be still worse. The fimdamental defect 
in various measures of Government Economics is that its 
advocates seldom realise the full significance of their own 
policies and especially the repercussions which such 
policies have on world economy. 

The world during this depression period has witnessed 
amazing jugglery on the part of politicians in raising 
prices by many novel measures which we are going to 
describe in the following pages. But a pertinent question 
arises. Do they understand what they are doing? In 
this connection I am tempted to quote Sir William 
Beveridge. “Price is like a thermometer, and if you 
combine it with competition you get something like a 
thermostat — a more or less automatic regulator of the 
economic mechanism, encouraging production of things 
for which there is an effective demand, discouraging 
production of others, serving the comfort and convenience 
of consumers. But if one is to use it in that way, it is 
essential to give the regulator a chance. An economist’s 
chief complaint against the world to-day is that the world 
at large is playing with prices and not allowing their 
regulator to function. The Americans have a story about 
a man who went into a room and looked at the 
thermometer which was somewhere well below freezing- 

(1) World Economic Survey, 19S4-85. League of Nationi, pa»e 11. 
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point. “Gee,” he said, “it’s cold,” and put his thumb on 
the bulb and sent the mercury up to summer heat. Then 
he took off his coat and died of pneumonia. I sometimes 
wonder whether some of the people we think pushing up 
prices is a royal road to prosperity know more about the 
economic system than that man did about thermo- 
meters.”^ It will be interesting in this connection to 
look at the pages of past history, and see what has been 
done and what lessons we can learn from it. 

Government Economics in the past 

The meddling of Governments in economic matters, 
which in this essay has been christened “Government 
Economics,” in spite of its apparent newness is no new 
creation of the modern politician. These measures have 
been tried in the past — even the distant past before the 
dawn of history from which we shall give some examples 
and see what we can learn from them. 

Lessons from Ancient China 

The history of China gives us examples of the 
formulastic rule of the bureaucracy in controlling prices 
and in planning the economic resources of the country. 
During the reign of the famous Chinese reformer 
Confucius (551 B.C. to 479 B.C.) feudalism thrived in 
China. The Chinese Emperors of this period tried directly 
to control the life and work of every person in the king- 
dom. The people were regimented under strict 
supervision and prices were controlled by the state. An 
elaborate system of studying costs was introduced to 
fix prices. Supervisors and auditors were appointed to 
help the government in this matter and an organisation 
was set up to buy up the goods as the people could not 
sell except to the state. The government of the day 
was confronted with serious difficulties in enforcing 
these measures. It was not easy to control the small 
decentralised business units. In order to enforce this 
law an intricate police and spy system had to be 

(1) Planninff under Socialism — by Sir William H. Beveridge. (Long* 
mans) — 1936. 
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introduced. The achievement can be briefly described a£ 
'** a benefit to special privileged persons and great waste.”’ 

'Lessons from Ancient Rome 

Of all the dictators that ancient Rome witnessed, 
Diocletian was one of the most famed and powerful. 
He ruled from A.D. 284 to A.D. 305. He is said to be the 
pioneer of economic planning. The Roman Empire wa? 
passing through a very critical period. In the East, it 
was harassed by Persians, and in the West, Teutons and 
other barbarians threatened it. As a result of these 
•disturbances, prices and other economic relationships 
became disturbed and chaotic. This was the task to 
which Diocletian addressed himself. He wanted to adjust 
the economic resources of the country. Owing to distur- 
bances, the prices were rising. So he issued a decree fix- 
ing the maximum price which shopkeepers were 
authorised to charge for food products and other 
necessaries of life, such as beef, grain, eggs, cloth- 
ing, etc. In this decree eight hundred articles 
were included and the death penalty was pres- 
cribed for those who sold at prices higher than those 
fixed by the decree. The results of this price fixing and 
economic planning have been described as follows: 
“ Thereupon, for the veriest trifles much blood was shed, 
and out of fear nothing was offered for sale and the 
scarcity grew much worse, until, after the death of many 
persons, the law was repealed from necessity 

Lessons from Revolutionary France 

Coming nearer, the French Revolution affords more 
interesting material for us to digest. During this 
revolutionary period, the economic forces had got out of 
gear and with violent political upheavals great 
vicissitudes were witnessed in the economic sphere. The 
dictators of this time also tried to set up maximum prices. 
Their idea was that by doing so they would be able to 
help the masses who were compelled to pay an exorbitant 

(1) Chen Huan-Chang, “The Economic Principles of Confucius and His 
School/' Studies in History, Economics and Public Law, Columbia University, 
Vol. XLIV (1911) pp. 576-7. 

(2) Abbot, Frank F. The Common People of Ancient Rome. p. 177. 
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price for the necessaries of life. As a result of this law, 
people rushed to the shops to buy their requirements. In 
the beginning, when the enforcement was at its height 
and the supervision very strict, the people did receive 
some benefit, but after some time when the existing 
supplies began to diminish and the supervision became 
lax, matters became different. Contraband trade came 
into existence and shopkeepers refused to sell except 
to those who were prepared to pay even higher prices 
than those which existed before the passing of this law. 
The following description of the working of this measure 
is so vivid that we take the liberty of quoting it at some 
length. 

“These maximum price laws did not help the conunon 
people as it was supposed they would. On the contrary, 
they tended to aggravate the scarcity, particularly of 
meat, wood, charcoal, pit-coal, and candles. In the 
autumn of 1794, as the days grew shorter, long lines of 
men and women would stand in front of the shops where 
candles were sold. Sometimes the women would fight 
for preference, because if they could not obtain a supply 
of candles their husbands would have to stop work too 
early. Similarly crowds gathered at the quays where 
wood and coal were sold. It is reported that often a 
thousand persons waited all night for the gates to open 
and fifty or sixty soldiers were required to keep them in 
line. Meat was difficult to obtain also. On one occasion 
it is said that one hundred and fifty women had crowded 
to a butcher’s door at four o’clock in the morning. The 
common people began to feel that they would rather pay 
twenty or thirty sous and have what they wanted than 
to pay fourteen, the maximum price, and get nothing. To 
clear the path in front of marketing stalls, gendarmes 
would ride their horses through the crowd or great 
porters would use their shoulders in a flying wedge. 
Women would stand in line for hours shivering with the 
cold, only to be told when their turn came that nothing 
was left.”i 

(I ) Economic Planiiiin: and the Tariff — by Jamea Gerald Smith. Prince-^ 
ton Uni’versity Press. 1934. pp. 2122. 
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This description needs no conunent. The conclusion 
is that we may be able to keep the laws of supply and 
demand in abeyance for some time but it is not possible 
to do so for a very long time. The French authorities 
realised to their great dismay that the game of price 
fixing could not be enforced for a very long time. The 
issuing of circulars, publishing of orders, and creation of 
supervising bureaux could not supply the people with 
bread and other necessaries of life. 

Lessons from Spain 

Diiring the heyday of its glory the Spani^ Empire 
had gathered a tremendous amount of gold. This huge 
accumulation of gold was mostly due to the daring and 
pioneering spirit of the Spaniards who not only ransacked 
and plundered the world but also did great pioneering 
work in colonising the uninhabitated parts of the earth 
which brought glory and wealth to the mother country. 
Other countries who saw the glory of Spain did not 
realise the factors that had contributed to the wealth of 
Spain, i.e., the colonising spirit of the Spaniards and the 
wealth produced by that spirit, and Spain’s peculiar 
position as a clearing and trading centre of the world; 
but they were dazzled by the vast hoards of gold 
in Spain and committed the common fallacy that if they 
could amass gold like Spain they would be also glorious 
like it. It was under this idea that the Mercantilistic 
policies gained their force and innumerable trade restric- 
tions were introduced in various countries of the world 
to increase their visible balance of trade, to prohibit 
imports, and to increase their gold supplies. In order to 
achieve this ideal, special privileges were allowed to 
persons who were prepared to export the products of the 
country which in return brought gold. Laws were passed 
to prevent the imports of various commodities, and vari- 
ous kinds of bounties and subsidies were given for 
exports. Foreigners had to meet their obligations not 
in goods but in gold. We need not go into the details of 
this pdlicy. The world experienced the same sort of 
stagnation as we experience now. Britain was the first 
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to realise this mistake and the publication of “ The Wealth 
of Nations ” by Adam Smith served to give the 
stimulus needed to shake and remove these 
barriers. About the futility of increasing gold 
and silver supplies he remarks: “The importa-^ 
tion of gold and silver is not the principal, much 
less the sole benefit which a nation derives from its 
foreign trade. Between whatever places foreign trade is 
carried on, they all of them derive two distinct benefits 
from it. It carries out the surplus part of the produce of 
their land and labour for which there is no demand 
among them, and brings back in return for it something 
else for which there is a demand. It gives a value to 
their superfiuities, by exchanging them for something 
else, which may satisfy a part of their wants, and increase 
their enjoyments. It is not by the importation of gold 
and silver that the discovery of America has enriched 
Europe. . . . The discovery of America ... by 
opening a new and inexhaustible market to all the 
commodities of Europe gave occasion to new divisions of 
labour and improvements of art, which, in the narrow 
circle of the ancient commerce, could never have taken 
place for want of a market to take off the greater part of 
their products.” 

It is rather unf ortimate that all these forceful lessons 
of history have been forgotten and all the old discarded, 
ideas are again gaining prominence. The mistaken idea 
that we are going to enter into a new era by replacing the 
old haphazard system of private enterprise by Govern- 
ment Economics appears quite futile when we study 
what has been done in the past and what results have 
been achieved. The examples of the past have been 
quoted just to show that there is nothing new upon the 
surface of the earth and that all this utopia which we 
are building will soon tumble down. In the following; 
pages, numerous illustrations will be given to show how 
this restrictionistic policy is working and it is well for us 
in India who are going to tread a new path to ask our- 
selves how far we can gain by remembering the lessons 
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of the past. Even we need not go to any distant 
past. The history of the past few years of depression 
in which various novel measures have been tried 
illustrates the folly of this policy. Before we describe 
these measures we shall study some aspects of economic 
planning and see if it can be of some help to us in India. 
But before we go into the details of planning we shall 
study some aspects of state intervention in economic life. 
The increasing intervention of the state in the economic 
life of the people has created very serious problems and 
it is time that we should clear our ideas in India about 
this important problem. 

State Intervention in Economic Life 

To-day in India we have entered into a new era, and 
the advent of the new constitutional regime (whatever 
its defects and limitations may be) has imposed increasing 
responsibilities on the heads of provincial leaders who 
have been entrusted with navigating the ship of provincial 
autonomy. We are living in most stirring and fast moving 
times, and the political horizon is disturbed. How- 
ever immime we may be from these dangers, no 
far-sighted pilot can afford to ignore any disturb- 
ing signs. Even at the Centre we have to share 
a much heavier responsibility than we have now, 
and it requires more than extraordinary foresight and 
courage honourably to discharge that responsibility. The 
old ideas and conception of things will have to be changed 
in the new regime, because a fundamental change 
(however slow we may be to recognise it frankly) has 
taken place in the very structure of things, which I am 
afraid even people who live fairly high up, and who 
should be able to see things more clearly, are not in many 
cases able to discern. This foremost and fimdamental 
change has taken place in the structure of the State and 
consequently in its true meaning. Previously the State 
was a foreign body or to be more exact it was not an 
indigenous institution as it was not fully responsible to 
its subjects for its actions. It was a foreign bureaucracy 
which was ruling the coimtry and was responsible for its 
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action not to the people of the country but to “ somebody 
else.” I have been particular in making this difference- 
for no other motive than that we should be able t& 
realise the exact significance of the change and its con> 
sequences. I will give a concrete instance to explain my' 
point. For instance, in India there are many things^ 
which are imdertaken by the State. We have State-owned 
railways, post and telegraph offices, canals, hydro-electric 
works and so on. Now most of these, in normal times, 
have been earning a fairly high profit which is not the 
case with many state-owned projects in other parts of 
the world. Why? The explanation will shortly be given> 

Before I visited Australia and New Zealand 
(1933), the only example of the participation of the 
state in Public Works that I had seen was in India, 
and I was an enthusiastic supporter of increasing partici- 
pation of the State in economic life. Our canal system in 
the Punjab is an example which should be a source of 
great pride to any state in the world. Not only has 
that brought about a revolutionary change in the 
economic life of the province, turned deserts into- 
garden cities, and made the canal colonies of the Punjal> 
the biggest granaries of the East, but they have alsa 
earned a very high dividend on the capital invested in 
them. Our state railways before the depression were 
earning fairly good dividends. But what did I find in 
Australia and how was I disillusioned? I found that most 
of the projects managed by the State were running at st 
deficit and their management was far from satisfactory.. 
What was the cause of this? Why in India were the 
State-owned and managed businesses fairly efficient and 
running at a profit, and why in Australia was the case- 
otherwise? It was here that for the first time I learnt 
the difference between the several meanings of State con- 
trol and consequently the difference between the State- 
owned works in India and Australia. In India, as I have 
already explained, the State was not fully responsible to 
its people, and consequently the people could not success- 
fully interfere in the policy of the public works adopted 
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by the State. The business of State-owned concerns was 
not managed with a view to winning the applause of the 
man in the street, and to securing his vote, but 
with a view to doing the job in a businesslike 
manner without any fear of popular interference. 
But in Australia, the state was an indigenous 
institution. It was fully and completely respon- 
sible for its actions to its subjects who exerted 
a good deal of influence in moulding the policies 
of the state in regard to state-owned concerns. The man 
in the street had a definite voice, and was the master of 
his masters who could not dare displease him. The 
result was that the business was not managed on scientific 
lines, but with a view to earning the popular applause 
and the people’s votes. 

There are numerous instances where vested 
interests have exerted a good deal of influence, 
in Australia and elsewhere, in moulding the policy 
of the state to their own advantage at the expense 
of the rest of the nation. Fiscal autonomy was abused to 
foster hot-house industries in order to get votes. The same 
thing is likely to happen in India with the advent of 
new reforms when the state will no longer be a foreign 
body — not responsible to its people for its actions — ^but, 
in the new autonomous provinces, will be completely 
responsible to the voters; and the dangers of 
submitting to the lure of popularity are very real and 
positive, which we must try to avoid, learning a lesson 
from other countries. In the future legislatures, there is 
bound to be a good deal of clamour, and the State will be 
asked to do many things which in the ordinary course 
should be done by the individual himself. The plea that 
state enterprise has so far been successful in India as 
compared with other countries, and that we must go 
ahead no longer holds true. As I have already pointed 
out a government elected by popular votes is open to 
many dangers in carrying out a state enterprise and in 
managing it successfully. It is here that we should profit 
by the lessons of Australia and other countries and I 
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reprcxluce a quotation below to show the Australian 
experience. 

“We in Australia are passing through a similar 
phase (changing point of view of public opinion towards 
state-owned enterprise). Years ago when we were 
developing state enterprise, there was much academic 
interest taken in our experiments from this end of the 
world (Europe). I believe that with our experience of 
30 or 40 years in these two countries (Australia and New 
Zealand) their present revisionist frame of mind ought 
to be of an extraordinary interest to Europe at the present 
time, and particularly to some countries which seem to 
be welcoming state interference in industrial matters. 
In Australia more than possibly in any cotmtry of the 
world the state has interfered in every conceivable and 
possible manner.”^ 

It is interesting to note that the Australian policy of 
state control has undergone considerable change since 
the depression, and it is one of the few countries of the 
world which has recovered from the depression by 
following the orthodox economic policy, which it is 
fashionable to discredit in these days. The economic 
effects of state intervention create a vicious circle and it 
becomes increasingly difficult to break it when the circle 
has developed. Here is an interesting example of it. In 
1933 when I was chosen by the Universities Bureau of 
the British Empire (London) to visit Australia, I accepted 
the offer with the idea that I should be able to save a lot 
of money as living would be very cheap in Australia. 1 
was strengthened in this conviction as many Australian 
products were selling at a fairly low price in London, and 
I thought that I should be able to purchase them in 
Australia for almost nothing. But on my arrival in 
Australia, I foimd that things were entirely different from 
what I had imagined or expected. Living was very dear, 
indeed much dearer than living in London. For the 
Australian apples and oranges which I used to buy for a 
penny in London, I had to pay two pence in Australia. 

(1) Copeland D. B. Professor, Melbourne University. 
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In spite of its tremendous production of wheat, even bread 
was dearer. I asked the reason as to why things were 
dearer in Australia than in London, and I was told that 
the labour costs in Australia are higher. On enquiring 
why the labour costs were higher there, I was told that 
the cost of living was higher in Australia than in London. 
And why was the cost of living higher in Australia? 
Because the tariffs were higher. Why were the tariffs 
higher in Australia? Because the cost of production was 
higher. “Why was the cost of production higher? Because 
the wages were higher and the tariffs were higher. This 
is really a very vicious circle indeed. 

Similar reasons were advanced in South Africa and 
Canada. 

In India to-day we find enthusiastic advocates of 
state interference and planning by the state. It is a 
question of very great importance to the future welfare 
of the country, and we must dispassionately study all 
the aspects of the question with the spirit of economic 
investigators rather than as partisans, and find out where 
this policy is actually going to lead us. Will it solve our 
economic problem? Will it increase the economic 
prosperity of the country and lead to general well-being? 
Does the state really possess a magic wand by which it 
can create miracles? In order to answer these questions 
we will have to gather some materials from foreign 
countries and find where it has led those countries. We 
are living in a closely knit economic world and the 
revolutionary changes that have been brought about in 
the means of communication and transport during the 
last decade have made the world into one compact block. 
But unfortunately the vigorous pursuit of the policy of 
economic nationalism which has led to the policy of 
closed door economy, has divided this world into various 
rigid watertight compartments. The harmonious economic 
relations with various states have been strained and 
international trade which is the life-blood of all nations, 
has been strangled, and the body-politic of the world has 
suffered a very serious loss. Planning has been advocated 
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in most quarters but instead of solving the problem of the 
world it has created additional difficulties. Planning in 
one individual state is only possible if it is entirely cut 
oS from the world and is a self-sufficient unit not only 
economically but also socially and culturally; which is far 
from being the case. The world is much more closely in- 
ter-related than it is generally thought to be. Even self- 
sufficient imits with little international trade cannot 
survive or at least cannot maintain the high standard 
of living to which they have been accustomed if they are 
entirely left to themselves. The United States can achieve 
self-sufficiency to a very great extent. It exports only 
10% of its total production but it has felt the burden of 
trade barriers veiy^ seriously, even with this small 
percentage of its export trade. The possibility of an 
individual country ever reaching a stage of self-sufficiency 
or achieving its ideals in constant opposition to the 
interest of other countries is only possible if it is prepared 
to make enormous sacrifices and is prepared to lead a 
primitive life. Planning by individual states cannot help 
very much. “There are 60 or 70 states in the world in 
relation to each other. No state which wishes to plan its 
own parochial state can do so, unless it arranges co- 
ordinated plannings with some other states; otherwise if 
it goes its own way without a co-ordinated plan, you will 
get collisions with other states. There will be a war-like 
militarism between states. The reality is a world of 
states in contact with each other, which must take 
counsel with each other, and take account of the existence 
of the other states. Otherwise any attempt at parochial 
planning will come to grief.”^ 

I think a vigorous pursuit of this policy of haphazard 
individualistic planning is more responsible for the 
troubles of the world than anything else. “What most 
countries suffer from is not a lack of intervention. We 
are passing through a crisis of interventionism. To a 
certain degree the overproduction of the world in the 
wheat and other markets, is due not to liberalism but to 

(1) Profeisor Toynbee, A. J. Stnte A Sconomio Life. p»ge 195* 
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chaotic state intervention in the wrong direction. The 
theory of interventionism will have to devise a method 
of intervention which needs international co-operation,, 
if intervention is not to increase the anarchy of the 
economic world. This is one of the best examples where 
national intervention can be regarded as a haphazard 
method of self-defence.”^ 

It is exactly this difficulty which we should like our 
statesmen to avoid. It is a very alluring pitfall and there 
is every likelihood of their falling into it unless special 
precautions are taken to avoid this temptation; especially 
when it takes the pleasant garb of planning. Increasing 
stress has been laid in India on the idea that the state 
should embark on a broad programme of planning which 
is considered a panacea for all our economic ills. 
Planning, if it is to be really successful, requires the 
active intervention of the state which is contrary to the 
spirit of democracy for which we have been continuously 
striving. It is also against the spirt of capitalistic 
enterprise under which we are living, and there seem to 
be few signs of doing away with that system. Even the 
efforts of the “ uncrowned King of India ” cannot attract 
any sympathy from his admirers when he preaches to 
them to change the present ^stem of capitalism. There 
is another factor which is very much overlooked or not 
properly emphasised; and that is that if planning is to 
succeed universally and result in any definite good, our 
present system of capitalistic enterprise must be changed 
and as there are no overwhelming signs of its change, the 
chances of any planning succeeding are very remote. We 
must study the circumstances and the constitutional 
philosophies of those countries which have advocated the 
increasing use of interference by the state, if we are to 
profit properly by their experiences and we must also 
determine for ourselves how far we are prepared to go. 
We will take the case of Germany and study the economic 
conditions there in order to estimate properly the value 
of state interference in economic life. It will also at the 

(1) Dr. Wolfer'8 Arnold, State is Economic Life, page 280. 
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same time serve a useful purpose in disillusioning those 
people in India who expect to increase our export trade 
to Germany and to other such countries. But before we 
study the achievements of planning in individual coun> 
tries we shall discuss some of the problems involved in 
economic planning and measures which have been 
introduced to control prices. 



CHAPTER II 


PLANNING 

PLANNING has come into fashion these days. Like 
most other products of fashion, the public does not judge 
the instrinsic value of the commodity, but is carried 
away by prevalent emotions and sentiments. Psy- 
chology plays a more important part in moulding the 
conduct of human affairs than is generally thought. No 
amount of rational appeal is likely to have any serious 
effect on a mob which is being carried away under the 
sway of oratory or some sort of supposed feelings of 
patriotism. There is little truth in the general saying 
“ What’s in a name? ” As a matter of fact, there is more 
in a name than in anything else. History gives us pro- 
found illustrations of the fact that people have continued 
to make sacrifices under illusions and false names. Plan- 
ning unfortimately is also a false name for rigid regula- 
tion and state control. It is very difficult to give any exact 
definition of planning which could command imiversal 
acceptance. Different individuals are using it in a differ- 
ent sense. It has come into prominence since the 
introduction of the Five Years’ Plan in Russia, where by 
planning is meant absolute and complete surrender of 
individual rights and judgment in production, distribu- 
tion, exchange, and even in consumption, to the supreme 
will of the state, which guides the destinies of the nation 
on a plan prepared beforehand to which every individual 
must submit. You may be accustomed to eat wheat 
bread, but the state planning board may think that in 
their system of planned economy, more wheat should be 
exported ^d less consumed at home and the consumption 
of rye or other cereals is to be encouraged. You have then, 
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got to dispose of your wheat according to the instructions 
of the planning board, and be content to eat rye bread 
irrespective of whether you like it or not. This is the 
extreme form of planning which is carried on in Russia. 
There are other half-hearted definitions of planning 
where the state controls some forms of production, and 
leaves others alone. Here we shall give another 
definition of planning which shows the difference between 
the two extremes. “ Planning or rationalisation implies 
the substitution of research, foresight and control for 
ignorance, guesswork and particularist chaos. Scientific 
management is its name when applied to industrial 
enterprise. It implies a continuous working process of 
co-ordination, of discovering the necessities of a given 
situation and meeting them. It means applying intelligent 
management as a substitute for haphazardness.”^ 

The important question arises who is to be the judge 
of individual chaos? Certainly not the state, which is 
more liable to corrupt influences than those individuals 
who are liable to suffer the consequences of their own 
mistakes? Industrial experience shows that many 
industries managed by the state are generally less 
efficient than those managed by private enterprise. In 
this chapter we are not concerned with the advantages 
or disadvantages of planning, or to discuss the general 
theory of planning — if there is any such theory— but we 
shall only examine some of the principal featiures which 
are the fimdamentals of controlled economy. The 
periodical literature of the time is full of vague articles 
and propaganda about the failure of the present system 
of private enterprise and the failure of the price 
machinery. One very often hears the catchwords — 
planning, reconstruction, rationalisation, which have 
become general slogans, and great stress is laid on 
planning. 

Why do we want Planning? 

It is said that economic mechanism no longer 
works smoothly and it is necessary to adjust it by means 

(1) The New Republic. New York, Sept. 16, 1931. 
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of planning. But one may ask pertinently why is not 
economic mechanism working as smoothly as it was 
before the war? The advocates of planning say that this 
friction is due to the inability of the present competitive 
system to adjust itself to the changing circumstances. 
But the question arises as to how the circumstances have 
changed and who has been responsible for the change? 
The present depression is the result of two forces : 

1. That in the post-war period political interventions 
have been working in restricting the economic 
mechanism from functioning in its broadest sense. 

2. That these tendencies are mainly, if not entirely, the 
result of state policy. “ Now there can be little doubt ” 
writes Professor Robbins “that in the post-war period 
the capacity of the economic system to sustain shocks to 
adopt itself to a process of rapid change has been, as a 
result, impaired. The essence of pre-war capitalism was 
the free market ... in the sense that the buying 
and selling of goods and the factors of production were 
not subject to arbitrary interference by the state or 
strong monopolistic control .... Since the pre-war 
period it has tended to become more and more restricted.” 
“ The cartelization of industry, the growth of the strength 
of the trade unions, the multiplication of state control 
have created an economic structure which is certainly 
much less capable of rapid adaptation to change than was 
the older, more competitive system.”^ 

The elements of rigidity and instability are the 
outcome of the policy of state intervention. How far 
planning will help to lessen this rigidity and instability 
is a question which we shall examine now. Planning, if 
it is to be successful, will have to be entrusted to some 
central authority and this involves a high degree of 
centralisation. If any system of industrialism is to be 
successful, it is necessary that there should be scope for 
free adjustment and free enterprise, and the controlling 
authority should be able to take immediate and speedy 
action. Anybody who has the least experience of bureau- 

(1) Kobbins, Professor Lionel. The Great Depression, pages 59-61. 
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■cratic measures of control knows how rigid and 
inelastic these bodies are and how much red tape is 
involved in doing even the most elementary business 
with them. The rigidity and inflexibility that are the 
two distinguishing features of the post-war depression 
period have been brought into existence by state inter- 
vention in various coimtries. A system of capitalistic 
enterprise has not failed because of any of the inherent 
defects in the system itself but because of the ill- 
conceived measures which have been adopted to set it 
right. Post-war economic tendencies have seriously 
obstructed this mechanism. “ Wage rates have lost 
flexibility, the freedom of markets has been obstructed by 
cartels and monopolies frustrated by state policy, 
restrictions have been imposed on the exchange of goods 
and services between coimtries, individual countries have 
promoted control and bounty schemes — ^these are the 
tendencies and policies which have caused a temporary 
breakdown of the prevailing economic system.” “ If 
recovery is to be maintained and future progress assured 
there must be a more or less complete reversal of 
government regulation of enterprise. The aim of 
governmental policy in regard to industry must be to 
create a fleld in which the forces of enterprise and the 
•disposal of resources are once more to be governed by 
the market.”^ 

Those of us who always advocate state intervention 
in economic life must not be blind to the effects of state 
intervention in other countries of the world and their 
cumulative effect on each one of them. The world has 
never been free from depressions and we have seen many 
depressions before the present one, but none has been so 
long in its prolonguity and so severe in its impact. This 
length of period and severeness is explained by the 
chaotic policy of state intervention. Previous depressions 
were not so severe and not so long because free 
economic forces were led to adjust themselves. But in 
this depression tampering with these forces has 

(1) Bobbins, Professor Lionel, Ibid, page 198. 
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resulted in a very serious and very prolonged depression. 
The persistency of this depression is explained by the 
fact that various elements of rigidity have been 
introduced into the system of state policy. The post-war 
rigidity of wages is a by-product of vmemployment 
insurance. The cartelising of industry and pooling of 
agricultural products have, as a result, strained the 
economic structure. The cartel system of continental 
Europe is the direct creation of tariffs and other measures 
of state intervention. The world situation would 
be very much relieved if the policy of the State is devoted 
towards lessening these rigidities instead of increasing 
them. The remarks of Professor Robbins in this connec- 
tion again are worth noting. He says “the aim of gov- 
ernment policy in regard to the industry must be to 
create a field in which the forces of enterprise and the 
disposal of resources are once more to be governed by 
the market.” 

Successful Economic Planning 

If planning is to achieve any success, the Planning 
Authority must be in possession of up-to-date information 
and knowledge about all aspects of economic life, and. 
must also be able to use this knowledge. Detailed data 
should be available about the state of existing production 
and trade, the distribution of income between the different 
classes of the country, the organisation of industry and 
its technical equipment; the composition of its population,, 
its geographical distribution, and the trend of changes. 
These are some of the few most important subjects about, 
which detailed information must be available. And above 
all the Planning Authority must possess a very high 
degree of administrative skill and should be able to use 
this data properly. The planning of one family’s affairs 
is not by any means an easy job, and when it comes to 
planning the natural resources of the country, it appears- 
to be a super-human job. The question of planning the 
economic resources of India under the present system is. 
out of practical politics altogether. Planning, in its 
broadest sense, could only be undertaken in coxmtries. 
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where the means of production are collectively owned. 
Planning under the capitalistic system where means of 
production are owned individually and the Central Plan* 
ning Authority has no control over them is not possible 
and any planning measures undertaken in such a system 
of capitalistic enterprise are doomed to failure. In the 
system of capitalistic enterprise, production is undertaken 
with a view to individual profit and firms cannot be 
compelled to take any action which may not be of direct 
gain to them. In such a system confiict is bound to arise. 
Another practical difficulty which a Planning Authority 
will have to face in India is the lack of any reliable data 
and the inavailability of many other statistics about even 
the most vital subjects. Another difficulty is the im- 
possibility of adequate economic calculations. This diffi- 
culty arises because of the absence of any definite mea- 
sure to gauge the wants of consumers. The Planning 
Authority, before making its programmes for production, 
must have some sort of idea as to the ultimate end of 
production. If the final end of production is con- 
sumption, it becomes necessary that we should have 
some agency at our disposal to find out the exact needs 
of the consumers. If the consumers are left free to make 
their own choice they will upset the planning, as indi- 
vidual tastes differ, while on the other hand if we assume 
that no freedom of choice is left to the consumers then 
planning means tyranny of the first magnitude. It will 
be a super-hiunan task for the controlling authority to 
determine in any precise manner the demand for certain 
goods and in the execution of such planning great fric- 
tion is boimd to arise. This friction would be greater 
if, due to natural and seasonal variations the output 
of agricultural products does not come any nearer to the 
calculation of Planning Authorities and the repercussion 
of such a change would be very wide. When the supply 
of raw materials decreases it will affect industrial pro- 
duction and the industrial production would upset all 
other calculations. 

Another difficulty in planning, in a ^stem where 
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there is no estimate of the cost of production and the- 
relative advantages of various alternative ways of pro- 
duction, is that no calculations can be made regarding the 
cost of production and the economic efficiency 
of the system. For instance, taking the case of agri- 
culture and the employment of machinery, we have to 
consider whether the use of the tractor is more economical 
or whether human labour can do the same task with 
lesser costs. “The best tractor factory may not be an 
asset and the capital invested in it is a sheer loss if the 
laboiu: which the tractor replaces is cheaper than the cost 
of material and labour which goes to make a tractor, 
plus interest.”^ 

Those of us who in India are accustomed to think 
that planning has achieved wonderful success in Russia 
should read with some interest the following remarks of 
Mr. Louis Fisher who is a very favourable critic of the 
Russian system. He says: “Generally speaking when pro- 
duction in a city and village has registered tremendous 
progress, distribution, however, is in a mess. Part of 
the difficulty is bad freight transportation by land and 
water but the trouble goes much deeper. Goods lie in 
warehouses and rot while the consumer searches for 
them in one store after another. Widespread conflict and 
endless red tape bureaucracy are aggravated by equal 
widespread speculation and the venality of petty officials. 
The Soviet Press regularly prints details of the mis- 
demeanours of store managers and the co-operative 
employees. But the cancer remains.”* 

What do we want to Plan For? 

Those who advocate planning must clearly state their 
idea. What is the ultimate goal of planning and why do 
we want to plan? Apparently these questions look ab- 
surdly simple, but when you come to answer them the 
task is not so simple as it looks. The real difficulty of 
planning arises when we conflne our attention to the de- 
tails of any industry and still further difficulty arises in. 

(1) Collective Economic Planning. Edited by Von Hayek, F. pp. 204'5.. 

(2) New Stateaman, Article on Rnaaian Progress, Sept. 24, 1984. 
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executing our plans. But of all questions the most import- 
ant one is: who is to be entrusted to carry out the work of 
pl anning and whose decisions are to control the resources 
and the destinies of the nation? 1 have laid stress on 
this point because these decisions and their execution is 
a matter of vital importance. A slight mistake will cause 
great disturbance and will impose severe hardship on 
the nation. We must clearly understand and properly 
appreciate the implications that are involved in planning 
and we must not base our ideas on mere prejudices or 
ignorance or on the sudden popularity which planning 
has achieved during recent years. Another fundamental 
difficulty which one has to face in making up one’s mind 
about the real worth of planning is that theoretical pro- 
mises of planning and the actual experience gained from 
them seldom tell the same story. 

The Present System of Unplanned Economy 

The present system of capitalistic production has been 
condemned as chaotic and planless. But is the system 
really planless? Is it haphazard? Have we derived no 
benefit from the system? Has it outlived its usefulness? 
The simple answer to these questions is that during the 
last hundred years we have made tremendous pro- 
gress under this system — a progress which is 
almost unprecedented in the previous history of 
the world. The standard of living has increased 
hundredfold. Things which are considered absolute 
necessaries of life to-day, were considered great 
luxuries a hundred years ago, and some of them 
were not available even to many monarchs. The 
world, which was always living imder the shadow of 
scarcity is now almost immune from it. Science has 
aolved the problem of production and has created a better 
world for man to live in. No doubt the problem of dis- 
tribution has become an acute one, which is due to the 
maladjustment in the system of distribution and on this 
account the present system of capitalistic production is 
condemned. But we must remember that it is a recent 
phenomenon. Even thirty years ago the problem of pro- 
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duction was more important than the problem of distri- 
bution. As production was not adequate, the question of 
distribution did not become very serious. During the 
last few decades the capitalistic system has been striving 
to increase production and it has had no time to think of 
distribution. Now that the problem of production has 
been solved to a considerable extent, attention is being 
devoted to the thorny problem of distribution. It is easy 
to condemn a system, but it is not so easy to provide 
something better in its place. Those who ceaselessly con- 
demn the present capitalistic system must bear this im- 
portant observation in their mind. The allegation that 
the present system is chaotic and planless does not bear 
close scrutiny. It is true that there is no central authority 
which compels people to listen to its dictates and chalks 
out a programme for them; but the mechanism of the 
price system and the laws of supply and demand act as 
omnipotent guides. The plea that the laws of supply 
and demand do not work in the classical sense in this 
disturbed world and that the price mechanism is no guide 
to-day is true. But whose fault is it? Certainly it is not 
the fault of the system. This delicate system has been 
severely tampered with by politicians in various countries 
who want to achieve national self-sufficiency, and it is 
such countries which are enthusiastic advocates of 
planning. 

It has become fashionable these days to speak of the 
dilemma of “poverty amidst plenty.” It is alleged that 
this is due to the inherent defect in the capitalistic system. 
But is it? There is scarcity amidst plenty because of the 
chaotic effects of increasing State intervention in econo- 
mic life, due to the crazy idea of economic self-sufficiency. 
If wheat is rotting in a certain country and there is no 
demand for it, there are certain other countries which 
though not climatically suitable for the production of’ 
wheat and irnable to produce the commodity at any com- 
petitive price, are madly endeavouring to increase their 
production, and are offering very high prices for the sup- 
ply of wheat to their own nationals by prohibiting foreign 
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imports. Whose fault is it? Who is creating scarcity 
amidst plenty? If Germany and Italy are planning to 
increase their wheat supply, which they cannot produce 
as cheaply as 'other countries like Canada and United 
States, and if this is the criterion of planning, then Heaven 
help the planned world. Now we shall try to see what 
results have been achieved by planning in coimtries 
which have embarked on this programme. 

Some Examples of Planning Under the Capitalistic System 

The New DeaP was the first effort towards planned 
economy which President Roosevelt advocated before his 
election to the Presidential Chair.^ The inability of 
the New Deal to achieve any substantial recovery and 
its utter failure in planning the economic resoimces of the 
country offer a concrete example of the difficulties of 
creating planned order. 

Coming nearer we find that planning has been very 
strongly advocated for the agricultural industry of Great 
Britain and serious efforts have been made to achieve 
this end via Marketing Boards. We shall presently study 
their structure and the results achieved by them in order 
to see how far this planning has been successful. 

Planning of British Agriculture 

A good deal of attention has been devoted in the 
United Kingdom during recent years to planning British 
agriculture and it will be a matter of great interest to us 
in India to see how far this planning has succeeded. The 
first step towards planning British agriculture was the 
establishment of Marketing Boards which were autho- 
rised by the Marketing Act of 1931, passed by the Labour 
Government. This Act provides that substantially re- 
presentative persons of producers may submit a scheme 
of marketing of agricultural products to the Minister and 
if the scheme after due enquiry is approved by a two- 
thirds majority of the producers, it becomes incumbent 
on all the producers. The measure was only a permissive 
piece of legislation and did not achieve much success. 

(1) A separate Chapter has been devoted to the study of the New Deal. 
See Chapter V. 

(2) For President Roosevelt’s views see his book ' ’Looking Forward”. 
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When the National Gqvernment came into power and. 
adopted the policy of protection, agriculture received a 
lion’s share. The 1931 Act was amended in 1933. The 
amending Act introduced two revolutionary measures: — 
(1) Quantitative restrictions on agricultural imports, (2) 
Limitation of agricultural output at home. It also pro- 
vided for the compensation of the producers who suffer 
losses through the operations of the marketing schemes. 
Various important commodities have been brought under 
the operation of these schemes, i.c., milk and milk pro- 
ducts, pigs and bacon, potatoes, hops, etc. 

Working of These Schemes 

It is not possible for us to study the working of all 
these schemes, but we shall take the two most important 
of them, i.c.. Milk, Pigs and Bacon.^ 

Milk. — ^Milk is an important item of agricultural pro- 
duction in England. In the beginning of 1933, it was 
estimated that 250,000 persons were occupied in the pro- 
duction of milk, the sale value of which amounted to 
approximately £55 millions. 

Liquid milk is a highly perishable commodity and 
because of this the home producer enjoys a virtual mono- 
poly of the home market. As there is a great disparity 
between the price of liquid milk which is used for drink- 
ing and other such purposes, and the price for milk which 
is used for manufacturing purposes, the supply of milk 
continued to increase without any appreciable rise in its 
consumption. The competition of foreign dairy products 
became severer after the depression as most European 
countries closed their door against the import of 
foreign agricultural products and Britain remained com- 
paratively an open market. This competition seriously 
affected the British farmer who was producing butter 
and cheese while the stationary demand for liquid milk 
in face of increasing supply further aggravated the situa- 
tion. The existence of the two different prices (in many 
cases a difference of 100 to 200 per cent.) for the same 

(1) For details see “Co-operation and the New Agricultural Policy.** 
The Horace Plunkett Foundation (Kings* London, 1935). 
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commodity created a dangerous situation. “The policy 
that has been pursued by the Milk Board in regard to 
the price of liquid milk indicates the drawbacks of the 
system under whidi the Board representing the producers 
is empowered by statute to fix a minimum selling price 
at their discretion.”^ 

The Milk Scheme that was introduced to ease the 
situation is rather a complicated one. “ The English Milk 
Marketing Scheme was not merely one of market regu- 
lation and price-fixing but of combined price equalisa- 
tion and price differentiation of a most complicated and 
delicately adjusted kind.”** 

Space does not permit one to go into the detailed 
working of this scheme but it may be shown that the 
planning of the Milk Marketing Board — ^the body which 
was set up to administer this scheme— did not achieve the 
results which were expected from it, and that further 
complications arose, which made the situation in many 
respects go from bad to worse. We shall mention some 
of the conclusions reached by the Consumers’ Committee. 

The Consumer’s Committee, which was appointed by 
the British Minister of Agriculture to make detailed in- 
vestigations, found out that price fixing had led to price 
raising. The restriction of the sale of milk by the un- 
registered producer-retailers was driving the poor persons 
in rural areas to the tinned milk, which was cheaper but 
not equally good. This not only was harmful to the 
health of the consumer but was also a factor in increasing 
the available supply of liquid milk. The increase in the 
price of liquid milk curtailed the demand. During 
1934 while there was only one per cent, increase in the 
price of food products as a whole, the rise in the milk 
prices was 10 per cent. The system of pooling the total 
milk supply discouraged the producers of better milk as 
they did not receive any higher price for the better quality 
produced by them. The production of milk increased and 
the greater amount had to be used for manufacturing 

(1) The Agn^icultural Dilemma: A Report of an enquiry organised by* 
viscount Astor and Mr. B. Seebohm Rowntree. King, London, 1935. p. 60, 

(2) Go'operation and the New Agricultural Policy, op. cit. p. 11. 
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piirposes. But such manufactured products were not 
able to stand the external competition and the prices paid 
by the manufacturers to the milk suppliers were consi- 
dered unremunerative by the milk producers and the 
Government had to grant a subsidy to the milk producers. 
“ The volume of milk which has been diverted to the 
manufacturing market has increased with extraordinary 
rapidity. In July, 1935, for example, the sales of manu- 
factured milk amounted to 34 million gallons, against 19 
million gallons in July, 1934, whereas the sales of liquid 
milk increased only from 46.1 million gallons in July, 
1934 to 46.8 million gallons in July, 1935.”^ 

But there is also another aspect of the matter which 
is of greater importance than any thing else and that 
is the political aspect. British farmers exerted every 
possible political pressure on their Government to res- 
trict the imports of dairy products. But the hands of the 
Government were tied by the Ottawa Agreement. The 
British Dominions were asked voluntarily to reduce their 
exports but in return the British Government received 
very indignant replies and the Dominions expressed great 
dissatisfaction at this attitude on the part of the Mother 
coxmtry. The very existence of a Dominion like New 
Zealand depends on the dairy industry and its future pros- 
perity is very intimately related to the expansion and 
development of this industry. How could it afford to re- 
duce its export of dairy products? Australia went as 
iar as to say that if her products were not wanted in the 
British market, she was unable to meet her debt obliga- 
tions. This threat created a very serious situation. Bri- 
tain had to take into consideration the wishes of the Bri- 
tish Dominions, not only for political reasons but also 
for economic reasons. These are: (1) The British Domi- 
nions are the best customers of British industry (2) It 
is British capital that has been sunk in the British Domin- 
ions and Britain draws a good deal of income from these 
investments (3) Agriculture is of minor importance to 
Britain and the interests of industry which are the life 

(1) The Agricultural Dilemma, op. cit. pp. 48, 49. 
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blood of the country cannot easily be neglected. If the- 
policy of agricultural protection is pushed too far, it will 
raise the cost of production to the British manufacturer 
which will seriously handicap him in competing with- 
other countries in the foreign markets. 

The working of the Milk Marketing Scheme is far 
from satisfactory. “It is a serious criticism of the 
Marketing Boards that their policy has hitherto been such 
as to impede the natiiral and healthy development, and 
this experience in the case of milk suggests the desirabili- 
ty of reforming the constitution of Statutory Marketing 
Boards so as to secure that more regard will be paid in 
the policies pursued to the interest of the consumer and 
the public generally.”^ 

Pigs and Bacon 

The Pigs and Bacon Boards were organised in Great 
Britain as a result of the recommendations made by the 
Reorganisation Commission for the Pig and Bacon 
Industry which reported in December 1932. These 
Boards possess very wide powers. The import of bacon 
was subjected to quota and the imports declined. The 
import of bacon during 1932 was roughly 12 million cwts. 
It decreased to 8.3 million cwts. in 1934. It is interesting 
to note that in spite of this great reduction in the quantity 
of bacon imported, the price paid for this smaller amoimt 
of import was approximately the same, i.e., £30 million 
as in 1932. The price of Danish bacon increased 
considerably. At one time it increased from 56 shillings^ 
per cwt. to 98 shillings per cwt.^ There was an increase 
of 3d. per lb. which in some cases reached to 4id. per lb. 
constituting a considerable burden to the purchaser of 
cheaper quality and definitely checking consumption. 
While there was a scramble for Danish bacon and its^ 
price soared high, the price for British bacon remained 
the same. Consumers were prepared to eat less good 
Danish bacon rather than to buy a large quantity of Bri- 
tish bacon, the quality of which was not so good. No 

(1) The A^icultural Dilemma, op. cit. page 51. 

(2) Co-operation and the new Agricultural Policy. Viscount Astor 
Hurray (Oxford) p. 44. 



82 


THE STATE AND ECONOMIC LIFE 


planning can solve this difficult problem and no planning 
authority can gauge the trend of consumers’ preferences. 

Bacon is a staple diet for breakfast for the English 
masses and the increase in the price of bacon, which is 
the outcome of the Marketing Boards, has seriously 
affected the consumption of bacon by the poor classes 
and has imposed great hardship on those elements of 
society which were least capable of bearing it. The farm- 
ers have been complaining that although they pay more 
for their bacon they have been getting no more for their 
pigs. And in many cases it is claimed that they have got 
even less. 

General Criticism of the Marketing Board 

The Marketing Boards have been very severely criti- 
cised in neglecting the interests of consumers and in 
raising the prices to them. The raising of the prices very 
often involves the control of production and if the State 
undertakes the control of production it would natiurally 
end in undertaking the production itself, and the State 
may find itself under heavy financial obligations which 
are likely to impose a greater burden on the tax-payers. 
But it will not end here. It will lead to various other 
complications. These complications are well illustrated 
by an example given by Viscoimt Astor. He remarks 
“If the various commodity Marketing Boards get busy 
allotting quotas the whole balance of the farm will be 
upset. Pig quotas will bear no relation to grain or butter 
production; mutton and lamb quotas will be fixed regard- 
less of any interdependence in the farming system of 
aheep, roots and barley. If the harvest weather breaks 
and the farmer has a lot of poor grain on his hands he 
cannot increase his hens, pigs or cattle, because his egg 
^uota, his contract for pigs and his allotment for fat 
cattle are fixed. Even if he stored the grain he would 
have no guarantee of a greater allotment next year.” 
‘Control of Marketing Boards 

The multiplicity of such Boards and the task of co- 
ordinating them becomes a very difficult one indeed. 
Further the control of such commodities increases the 



PLANNING 


88 


instability of the prices of those commodities which are 
not subject to the control. The stabilisation of the bacon 
market, for example, increases the instability of the im- 
controlled pork market. 

Difficulties also arise when restricted acreage is 
allotted to certain producers because such producers in- 
tensify their production by the use of powerful manures, 
and use other methods of intensive cultivation to get in- 
creased production from the restricted acres. As a matter 
of fact the use of quotas to limit the acreage of the con- 
trolled crop which a farmer is permitted to grow has very 
often remained ineffective by the use of intensive methods 
of cultivation. This method was tried in Egypt in 1929 
with regard to cotton and the cotton growers were not 
permitted to grow more than one-third of each holding in 
cotton. The growers evaded this law by intensifying their 
production and the result was that in spite of decreased 
acreage there was no appreciable decline in the produc- 
tion of cotton.^ 

However some success can be obtained by restrict- 
ing the amount of produce which a producer can bring to 
the market. But this is only possible in countries where 
one crop predominates or in the case of countries where 
the major amount of production is exported. But in a 
country like India where the crops produced are so nume- 
rous and the number of holdings and producers so 
great, it is hardly possible to achieve any success in this 
direction. 

Planning under Socialism 

Planning, to be successful, requires the control of 
production. So it is said that planning could be more 
successful under the socialistic system than under the 
capitalistic system. Let us see how far planning under 
socialism can succeed. The inherent defects in planning 
under socialism are well exposed in a recently published 
book entitled “ Collective Economic Planning ”. The 
main objections, according to this book are briefly these: 
Without private ownership of the means of production 

(1) For details see Economics, October 29, 1932. 
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there can be no market for them; the pricing process 
cannot be applied to them or to intermediate goods; 
lacking prices, there is no means by which a planning 
authority, however intelligent and well intentioned, 
could determine whether the means of production were 
being used to the best advantage; its decisions would in 
the last resort be arbitrary rather than rational. Socialis- 
tic planning will eliminate private enterprise and this 
function would be performed by State Corporations. In 
this connection Sir William Beveridge asks some pertinent 
questions about the Corporations and their relation to 
the planning authority. He asks “What would be the 
internal structure of these Corporations? What would 
be the nature of their dealings with other Corporations 
and of the prices formed in these dealings? What would 
be the division of responsibility between them and the 
Planning Commissioner?” We take the liberty of quoting 
some of his answers at some length to throw some light 
on these important questions. 

“If each corporation with its sphere is a closely 
knit monopoly, determining quantity and quality of pro- 
duction, in all its units and as a whole, by the decision 
of a single authority, there will be no force driving the 
corporation automatically to render maximum service 
to consumers. The decisions of a monopolist as to the 
scale of production are indeterminate; he may equate 
supply and demand at any one of different prices, all 
sufficient to yield a profit; the point of highest profit is 
not necessarily that of greatest satisfaction to consumers, 
that is to say of best use of the available resources. The 
pricing process under capitalism assumes, not merely 
private ownership of the means of production, but a 
free market, that is to say more than one buyer and more 
than one seller and access to that market for all who 
wish to enter. If the socialist state entrusts the manage- 
ment of industry to monopoly corporations, it makes 
decisions regarding production and prices in the last re- 
sort arbitrary and indeterminate. Though the monopolies 
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buy and sell at prices, the prices will be settled by 
strategy rather than by general advantage.” 

“There is the problem of division of responsibility 
between the central authority and the corporations. The 
central authority cannot instruct the corporations on de- 
tails or supervise all their actions. The responsibility of 
the latter must be real: their managers must suffer for 
failure and gain by success, in emoluments, prospects of 
esteem, even though profits are excluded. But it is the 
central authority that in the last resort will have to pass 
judgment and allot resources or withdraw them. It is 
the central authority that will have to prevent exploita- 
tion of monopoly power in the giving of unduly favour- 
able terms of employment to persons in particular in- 
dustries. Can it exercise this control without destroying 
initiative and sense of responsibility?”^ 

The experience in Russia in this connection is very 
valuable, especially in the field of collective farming 
Russia has realised to its great dismay that the theory of 
central control does not work in practice and is reluct- 
antly reverting to the individualistic system. Even in 
the field of industry the results have not been so striking 
as were originally expected and the amount of waste 
that has resulted by this controlled system is simply 
outrageous. 

Planning either under the capitalistic system or under 
the socialistic system does not seem to offer any 
substantial hope of solving the economic problems of 
the world. 

(1) Planning Under Socialism — Sir William Beveridge op, cit. pp. 16*18 . 
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CONTROL OF PRICES 

CAN we control or raise prices? In order to answer 
this question we shall study some of the measures that 
have been adopted to control or to raise prices, and shall 
leave the reader to his own judgment in answering this 
question. The main idea underlying all these measures 
is either to achieve a favourable balance of trade or to 
develop the national economic resources with a view to 
achieving economic self-sufficiency. 

Measures to Control Prices 

A. IMPORT PRICES 

(1) Tariff Duties. 

(2) Milling and other Mixing Regulations. 

(3) Quotas. 

(4) Import Licensing. 

(5) Import Monopolies. 

(6) Exchange Regulations and Currency Restric- 
tions. 

B. EXPORT PRICES 

(1) Export through Commercial Agreements. 

(2) Export through Dumping. 

(3) Regulation of Production designed to improve 
or standardise the Quality. 

(4) Restriction of Quantity of Exports with a view 
. to increasing the Price of the Controlled 

Production in the Markets of the World. 
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SECTION 1 

MEASURES ADOPTED TO CONTROL IMPORT PRICES 
Tariff Duties 

Before the Great War tariff duties were the principal 
weapon for protecting the home industries, thereby rais- 
ing the prices in the importing countries. This is an in- 
direct means of restricting imports. The result of such 
a policy is to encourage home production. When duties 
are imposed, the prices in the home market generally rise. 
This usually leads to more production at home while the 
consumption is very often decreased. It is more liable to 
decrease in the case of “ fashion goods ” than in those of 
the necessaries of life, the demand for which is not so 
elastic. The taxing of commodities raises the burden of 
indirect taxation which is borne more by the poorer than 
by the richer classes of society — a regressive system of 
taxation which is contrary to all the accepted principles 
of taxation. This is one of the chief arguments against 
heavy import duties, but their consequent effects on other 
forms of production must not be lightly treated. The 
imported commodity may be a raw material for the pro- 
duction of another commodity at home which would pro- 
bably increase the cost of production of that commodity. 
The cumulative effects of protection are very serious and 
it is very much to be regretted that various tariff boards 
do not give serious attention to this fact. Moreover pro- 
tection is no effective measure for raising the prices in 
the home market when the general price level is falling, 
and countries which have a depreciated currency are 
likely to compete with the importing countries in spite 
of heavy duties. This shows how protective duties 
once imposed tend to increase. But the increased duties 
do not give absolute protection to the home industries, 
as exporting countries adopt various measures, such 
as export subsidies, which we shall fully discuss in 
another section, to counteract the effects of heavy import 
duties. In various coimtries sliding-scale duties have 
been introduced to stabilise the home prices and to guard 
against the decline of import prices. An example of this 
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is the duty on the import of wheat in New Zealand. This 
duty is 8d. per bushel when the value of wheat at the 
port of export in the country of origin is 5 shillings; but 
for every penny by which this value exceeds 5 shillings, 
the duty is reduced by a penny, and for every penny by 
which it is less, a penny is added to the duty. Sliding scale 
duties on wheat are in effect also in South Africa, Egypt, 
and Chile. The trouble with tariff duties is that there 
is no end to the beginning. Take the case of Irish Free 
State. Tariff duties did not play any important part in 
the economy of Ireland as long as it was a part of the 
United Kingdom. For all practical purposes (except 
duties on a few articles) the U.K. was a free trade cotm- 
tiy until the present crisis started. When the Free 
State came into operation its Government accepted the 
principle of protection, but until 1931, the Free State was 
a comparatively moderate tariff country. But when the 
Government of President De Valera came into power, it 
embarked on a bold programme of protection and imposed 
heavy protective duties on the import of various commodi- 
ties. This programme was further strengthened by the 
Economic War. At present this country does not lag far 
behind any protectionist country of the world in its pro-* 
gramme of protection and heavy import duties. And 
these duties have been supplemented by various other 
control measures. 

Milling and Mixing Regulations 

As pointed out above, import duties do not give 
absolute protection to the home industries in face of fall- 
ing prices and by no means guarantee an increased price 
in the home market. In order to counteract this effect; 
the ingenious system of milling and mixing regulations 
has been introduced in various importing countries. This 
method has become prevalent since 1929, when prices of 
most agricultural products began to decline seriously. 
By this system the import of a commodity is restricted 
to a certain percentage of the domestic consumption. The 
method of restricted imports has received wide-spread 
acceptance in the case of the import of wheat. 



CONTROL OF PRICES 


89 


Control of HHieat Prices 

Wheat is one of the most important agricultural com< 
modities which enters into international trade. It was 
the first commodity to feel the impact of economic de> 
pression and prices of wheat began to fall, spreading 
disaster all over the world. The falling prices of wheat 
very seriously disturbed the balance of international 
payments and touched the pockets of a large number of 
farmers. 

As a consequence, from the early stages of depression, 
wheat was subjected to various restrictions and most 
wide spread legislation, and government control was 
introduced in many coimtries of the world. Importing 
countries imposed increasing duties, which resulted in 
export subsidies from the exporting countries and in re- 
turn the importing countries imposed import quotas and 
restrictions more rigid than the high tariffs. The spirit 
of economic nationalism and the implied fear of War 
has further aggravated the matter. 

The measures of restriction applied by various 
countries have differed very widely owing to the require- 
ments of each. The exporting countries have 
adopted dumping measures, export subsidising, trade 
agreements, and depreciation of their currencies. The 
importing countries, on the other hand, have raised their 
tariffs, introduced milling and mixing regulations where- 
by a certain proportion of the home grown wheat must be 
used by the millers. Foreign exchanges have been con- 
trolled and the system of licensing and import mono- 
polies have been introduced whereby a virtual embargo 
has been placed on the import of wheat except under 
special control or licence. 

In a work of this nature it is hardly possible to go 
into the details of such restrictions in each country of 
the world. However, here we shall briefiy describe the 
measure which was passed in Great Britain to help the 
farmers, as it is an ingenious measure and is of particu- 
lar interest. 
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The T¥heat Act of the United Kingdom 

On May 12, 1932, the British Parliament passed the 
Wheat Act, the object of which was to guarantee the pro- 
ducers of home grown wheat a price of ten shillings per 
hundredweight, which is far in excess of the prevailing 
price of wheat in the world market. The Act has little 
economic justification, and is more or less a political 
measure which has been passed to satisfy the British 
farmer. The main idea underlying the Act is to help 
the British farmer by giving him a bounty which is ulti- 
mately borne by the consumers of bread. It imposes an 
obligation on the British millers and importers of flour 
to pay this high price to the British wheat growers, and 
ultimately this is passed on by the millers to the bakers, 
who pass it on to the ultimate consumers of the bread. 
It works out in practice like this. The Wheat Act pro- 
vides that a guaranteed price of ten shillings per hundred- 
weight must be paid for millable wheat not exceeding 
more than 27,000,000 cwts. This limit has been 
imposed to check over production in wheat. Wheat 
growers sell their wheat at the prevailing market price 
to whomsoever they like. At the end of each year (which 
is July 31st for this purpose) the Wheat Commission (the 
body set up to administrate the Wheat Act) pays each 
farmer the difference between the price realised and the 
guaranteed price of ten shillings. These payments which 
are called ‘ deficiency payments ’ are made from the fund 
provided by flour millers and importers. 

The Working of the Wheat Act 

This Act has worked very successfully and British 
farmers have realised prices far in excess of those pre- 
vailing in the market of the world. Here we reproduce 
some figures for the year 1935-36. 

The Wheat Subsidy 

The Wheat Commission announced its final figures 
for the crop year 1935-36 in August, 1936. ^ It will be re- 
called that the Wheat Act guarantees a price of 10s. per 
cwt., or 45s. per qu arter for a maximum quantity of 

(1) For details see the Economist dated 29th August, 1936. 
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27,000,000 cwt. of home-grown wheat, the funds being 
raised by a levy on flour milled. The Commission foimd 
that in 1935-6 the average price realised by British grow- 
ers was 5s. 2. 3 Id. per cwt. Administrative expenses of 
0.593d. per cwt. were to be deducted, leaving 4s. 2.17d. 
per cwt. But a total of 33,650,000 cwt. of British wheat 
was sold, and the deficiency payment was accordingly re- 
duced in the proportion as this figure exceeds 27,000,000 
cwt. The net result of these calculations is that the re- 
gistered grower received 3s. 4.26d. per cwt. He had al- 
ready received 2s. 9d. on account, and the balance was 
paid to him. The average return to the domestic wheat- 
grower thus works out at 9s. 1.491d. per cwt. or 41s. 
0.45d. per quarter. The deficiency payment of 15s. Id. per 
quarter compares with payments of 17s. in 1934-5 and 
21s. lOd. per quarter in 1933-4. The wheat subsidy scheme 
can thus count among its technical advantages that its 
cost diminishes as the world price of wheat rises. In 
1936-7 its cost will fall still further, as the average price 
of wheat promises to be substantially above the level of 
the past twelve months. In anticipation of this, the Wheat 
Commission has already reduced the levy on flour from 
3s. to 2s. per sack. This year’s domestic wheat harvest 
will also be considerably smaller than last year’s, but 
this will not further reduce the cost of the subsidy unless 
the total yield falls below 27,000,000 cwt. 

The effect of Wheat Control Measures on the Standard of 
Living 

We are living in a very strange world indeed where 
people are starving amidst plenty and many are insuffi- 
ciently clad while others do not know how to dispose of 
their surplus cloth. The result of all these restrictions 
has been that the standard of living has suffered a definite 
set-back in many countries of the world. Taking the 
three leading European countries, France, Italy and Ger- 
many, we find that while production of wheat owing to 
various artificial stimuli increased by 105,000,000 bushels 
in 1931-2, the consumption was reduced by 135,000,000 
bushels. 
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The result of these restrictions on the world economy 
* has resulted in a difference of 240,000,000 bushels in the 
balance between production and consumption. 

If these restrictions had not prevailed the difference 
would not have been so great. The world production 
would have been less by 105,000,000 bushels and world 
consumption would have been 135,000,000 bushels more. 
If we take the other coimtries of the world where such 
severe restrictions are also prevalent, the picture becomes 
extremely gloomy and one feels inclined to believe the 
story of “ the man who hanged himself in expectation of 
plenty.” The frantic attempts that have been made by 
various Governments in controlling the prices of wheat 
have very much confused the matter; and they have not 
been able to get the desired results as easily as they 
thought they would. 

Wheat is a basic agricultural commodity, and steps 
have been taken in almost all countries of the world to 
interfere with it. Uneconomic growing of wheat has been 
encouraged in most European countries. The result has 
been a considerable rise in the price of bread in these 
countries as compared with the price of bread in countries 
with low tariffs and without milling regulations. 

Another conunodity which has been subjected to such 
mixing regulations and heavy protection is butter. The 
following table shows the variations in the price of butter 
in various countries. 

Average Retail Price of Butter, October 1934. 


Swiss Gold Francs per Kilogramme.^ 


Importing Countries 


Exporting Countries 

Canada 

1.70 

Esthonia 

.. 1.03 

United Kingdom 

1.72 

New Zealand 

.. 1.40 

United States 

2.24 

Finland 

. . 1.77 

Czechoslovakia 

2.27 

Denmark 

. . 1.79 

Belgium 

2.75 

Poland 

.. 1.80 

Italy 

3.03 

Yugoslavia 

. . 1.87 

France 

3.55 

Australia 

.. 1.90 

(1) luteniatioiial Labour Review, 

March, 1985. 



CONTROL OF PRICES 




Importing Countries Exporting Countries 


Germany 

.. 8.79 

Latvia 

.. 1.93 

Switzerland 

.. 4.75 

Sweden 

.. 2.05 



Hungary 

.. 2.10 



Norway 

.. 2.20 



Irish Free State 

.. 2.34 



Austria 

.. 2.36 



Netherlands 

.. 3.48 


These statistics reveal a very sad story of economic 
interference. The results of such a policy have been 
very unhealthy. Various measures have been taken both 
in importing countries and exporting countries to 
raise the price of butter with the same purpose in view, 
i.e., to assure an increasing return to the producers — and 
the result has been that both sets have been beaten by 
protectionist and controlling measures adopted in both 
countries. The importing countries have been compelled 
to increase duties on the imports owing to the fall in the 
import price, and the exporting coimtries have tried to 
increase their exports by giving export business which 
have been raised by imposing levies, and by increasing 
prices in the home market. The Irish Free State is far 
ahead in this mad race. As a matter of fact, with the 
exception of two countries, Austria and the Netherlands, 
it is the fastest moving country in the race of increasing 
home prices. The price of butter in the Free State home 
market is 2.34 francs per kilogramme, while in Esthonia 
it is only 1.03, a difference of over 150%. Comparison 
with Esthonia may not be so analogous with the Free 
State, but when we compare the prices in the home 
market of New Zealand and the I.F.S.,— countries very 
similar to each other in various respects — ^we find that in 
the New Zealand home market the price is only 1.40, 
while in the Free State it is 2.34, a difference of well 
nigh 100 per cent. 

Various other examples of such regulations can be 
quoted from European countries. Alcohol is an 
instance. The laws of certain countries provide the com- 
pulsory use of alcohol as motor fuel. In Germany and 
Czechoslovakia an artificial market is created for pota- 
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toes which are used in the manufacture of alcohol. In 
Germany the law provides that importers and manu- 
facturers of motor fuel must use a certain quota of home 
made alcohol. In Czechoslovakia the limit is 10%. The 
Irish Free State Government has gone very far in this 
respect and has provided regulations for the mixing of 
various feed stuffs. In Germany the cumulative effects 
of such a policy show the difference of prices of various 
commodities in Germany and the world market. 


Price in Reichsmarks per 100 Kg. in December, 1934^ 


Commodity 

Germany 

World N 

Wheat 

20.55 

10.41 

Rye 

16.55 

6.58 

Oats 

14.88 

5.29 

Fodder and Barley 

15.45 

8.17 

Maize (Plata) 

15.50 

5.84 

Cattle 

82.00 

23.87 

Pigs 

96.00 

28.37 

Butter 

260.00 

121.77 

Lard 

181.00 

66.86 

Eggs (per 100) 

11.50 

4.97 

Sugar 

44.00 

9.17 


The above figures require no comment. They con- 
clusively show how prices are raised artificially by violat- 
ing the sane principles of economics. This tremendous 
increase in the prices of the necessaries of life has in- 
volved Germany in many serious troubles which it is 
not the purpose of this chapter to discuss^, but this much 
may be pointed out here, that this experiment has 
raised the cost of living very considerably and has affected 
the cost of production in German industry very seriously. 
It has also resulted in lowering the standard of living 
of large masses. The following table shows the per 
capita decline in the consumption of important food- 
stuffs in that country. 


(1) The Economist, Jan. 5, 1935. 

(2) World Economic Survey, 1934*35, page 59, League of Nations, 

(3) See Chapter IV. 
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Per Capita Annual Consumption of Products in Germany 


Commodity. 

Unit. 

1920 

1982 

1988 

1984 

Blitter 

lbs. 

15.9 

16.8 

17.6 

15.8 

Mainline 

... ,, 

17.8 

17.6 

18.0 

12.8 

Lard 

... ,, 

8.1 

8.1 

7.6 

6.7 

Total Fats 

... ,9 

41.8 

48.0 

38.2 

84.8 

Eggs. 

Number 

... 

120 

101 

99 

Beef and Veal 

lbs. 

48.0 

87.2 

86.1 

40.7 

Mutton and Lamb 

• • • 99 

1.5 

1.4 

1.5 

1.8 

Pork 

• « • 

67.5 

68.1 

70.1 

77.2 

Other Meats 

• yy 

1.8 

1.2 

1.3 

1.5 

Total 

... 99 

118.8 

107.9 

109.0 

190.7 


The increased consumption of meat in Germany in 
1934 is due to an increase in the consumption of pork, 
which was due to the increase in the slaughter of pigs 
and the comparative decline in their number. With the 
exception of the consumption of pork, the consumption 
of every other kind of meat was smaller in Germany in 
1934 as compared with 1933. Under the tariff system the 
consumer was left to choose whatever he wanted to buy, 
provided he was prepared to pay the higher price. But 
under quotas and milling regulations no choice is left to 
him, as the quality of the products is not determined by 
the price system but by the executive fiat. This tends 
to discourage consumption in importing countries and 
deprives producing countries from selling their pro- 
ducts even if there is a demand for them. Under the 
quota system, while producers in the importing countries 
are assured of a reasonable fixed price for their products 
and are protected against seasonal fluctuations, producers 
in the exporting countries are made to bear a greater 
share of the burden of price fluctuations which further 
depresses the world markets and consequently has in- 
direct effects on the importing countries, owing to a fall 
in the world prices. Another effect of such regulation 
is the encouragement of wasteful production at home. 
This heavy agrarian protection which Europe has adopt- 
ed to solve its difficulties is bringing Europe to its own 
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ruin. In this connection the remarks of Sir Fredrick 
Leith Ross may be read with interest. He says “The 
distress created for the efficient agricultural producers by 
the loss of their markets for agricultural products in the 
main European industrial coimtries accordingly ends in 
distress for the efficient industrial producers of Europe 
owing to the loss of their markets in the agricultural 
countries, to the general impoverishment of the world.” 
He further remarks that “ The present world crisis is the 
composite result of many different causes, but one of the 
measures which would indubitably promote world re- 
covery would be a gradual realisation of the present in- 
tensive agrarian protectionism of the industrial countries 
of Europe and its replacement by a system comparable 
with that which prevailed before the war.”^ 

Quotas^ 

Another weapon to control the prices in the home 
market which has been extensively used in the post- 
depression world is quotas. Under the quota system im- 
ports are regulated and a definite share per month or 
quarter is assigned to the exporting countries with or 
Without their permission. Quotas are imposed to give an 
assured market to home producers by regulating the 
quantities of imports. Quotas may not be necessarily 
used for protective purposes. They might be used to 
stabilise the prices in the home market. As already point- 
ed out, quotas are of comparatively recent origin, and they 
owe their birth to the present depression, and their growth 
to the financial crisis. Increasing use has been made 
of them since 1931, by various coimtries. In some coun- 
tries, such as France, Poland, Switzerland and Holland 
they are applied to a very extensive range of commodities. 
In Great Britain they have been used to regulate the 
prices of meat. In Germany quotas are used for two sets 
of purposes, i.e., to import certain commodities at a com- 

(1) A^icultnral Protectionism. Appendix 1, page 15. Leagnie of Nations 

(2) Economic Snxvey. Op. cit. 1985, 159. In the following countries 
the system of import quotas is in existence: Belgium, Bolivia, United King* 
dom, Ohile, Ohina, Czechoslovakia, Ecuador, France, Germany, Greece, Hun- 
gary, India, Indo-China, Irish Free State, Italy, Luxembourg, Netherlands, 
Netherland Indies, Norway, Palestine, Portugal, Eoumania, Spain, Sweden, 
Switzerland, Turkey, Uraguay. 
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paratively low rate of duties, while heavy prohibitive 
duties have been imposed on others. 

The chief reasons which have led to the widespread 
use of quotas in the various countries of the world is the 
depreciation of currencies, and the great fall in the world 
price level. When an exporting country’s currency is 
depreciated, say to the extent of 50%, even a high pro- 
tective duty of 40% in the importing countries can be of 
little protection to the home producer to compete with 
the exported products of the country whose currency has 
been depreciated to the extent of 50 per cent. The sys- 
tem of export subsidies and dumping which has been 
adopted by very many exporting countries has been large- 
ly responsible for the protection of home producers and 
the introduction of quotas in importing countries. 
The former “ Gold Block ” coimtries were compelled to 
regulate the imports from sterling countries owing to the 
great fall in the value of sterling currency. This com- 
petitive currency depreciation has gravely perpetuated 
the present depression as one country has set up artificial 
barriers against the products of the others and the race 
has been going on for some time. As long as currencies 
are not stabilised there seems little hope of the removal 
of the restriction of trade barriers in international trade. 

“The policies of economic nationalism recently 
followed have been a protest against such interdepend- 
ence (the interdependence of the countries of the world 
on each other) and an attempt to protect group interests 
in each country from the disturbing effects of external 
change. However defensible such policies may be in 
particular cases, they are, in the aggregate, a flight from 
reality. The reality is that the people of the world are 
and must be interdependent members one of another, and 
every improvement in communications makes that inter- 
dependence more real. The events of 1934 and 1935 
amply demonstrate this.”^ The introduction of the quota 
system has led to friction in international relations and 
the British Dominions have already exchanged some 

(1) World Economic Survey, op. cit. page 192. 
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severe notes on the subject with Great Britain. However, 
as a temporary policy the quota system is not without its 
advantage. 

Advantage of the Quota System 

At a time of falling prices, and depreciated curren- 
cies, the quota is the best method to protect home 
producers and to raise the internal price level. Tariffs, 
however heavy, can be of little use to home pro- 
ducers when the exporters make up their minds to dump 
their surplus products, in which they are aided by their 
governments by depreciated currencies and export sub- 
sidies. Moreover, many agricultural products are of a 
perishable nature and may be disposed of by clever pro- 
ducers at any price in order to destroy home pro- 
ducers. Quotas are the only way to save home pro- 
ducers and as a temporary expedient it is by far the best 
method to protect the home producer and to raise the 
prices of home products. Besides protecting the home 
producers and raising the internal price levels quotas have 
been used to advantage by national dictators to reduce 
imports and to improve the balance of trade. They have 
also been used to evade the treaties obligations by which 
the importing countries have agreed not to raise the 
duties beyond certain limits. 

Disadvantages of the Quotas 

The disadvantages of the quota system outweigh their 
advantages. In the first place quotas impose serious limi- 
tations on the choice of consumers and are a direct viola- 
tion of their natural rights. Besides, they bring into 
being a vast govermental machinery for the supervision 
and management of the system and leads to red tape and 
friction in its management and involves serious straining 
of international relations. An interesting account of how 
quotas affect treaty obligations is given in an American 
publication from which the following may be quoted.^ 
An illustration of the way in which the application of 
most favoured nation treatment has become complicated 

(1) World' Trade Barriers in Relation to American AirricuUure. 78AD. 
Congpress Document, No. 79, page 74. 
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arose recently in connection with the butter tariff. In 
February 1932 Germany made an agreement with Finland 
that it would admit an annual consignment of 5,000 tons 
of butter from Finland at a duty of 50 reichsmarks per 
quintal. The duty was lower than any German duty on 
butter in effect at that time. The same concession was, 
of course, automatically granted to all countries with 
which Germany had most favoured nation treaties. This 
arrangement caused great dissatisfaction in Holland, Den- 
mark, and other countries which export considerable 
quantities of butter to Germany. Since the imports from 
Finland are small in comparison with those from Holland 
and Denmark, a consignment of 5,000 tons allowed a 
large proportion of butter from Finland, but a relatively 
small part of the imports from Holland and Denmark, 
to enter at the reduced rate. According to the Dutch and 
Danish point of view, therefore, the new arrangement was 
a violation of the spirit of the most favoured nation clause. 
In addition, Denmark and Sweden had another grievance. 
Shortly before the arrangement was made with Finland, 
Germany had imposed an anti-dumping duty of 36 reichs- 
marks per quintal on butter imported from coimtries 
not on the gold standard. This applied to countries 
having most favoured nation treaties with Germany, and 
was added to the regular duty. Thus, as a result of the 
anti-dumping duty and the quota arrangements result- 
ing from the agreement with Finland, no less than four 
rates of duties on butter imported from countries having 
most favoured nation treaties with Germany were in 
effect. Countries on the Gk)ld Standard paid 50 reichs- 
marks on butter within the contingent and 100 reichs- 
marks on other butter. The corresponding figures for 
countries with depreciated currencies were 86 and 136. 
Countries having no most-favoured nation treaties paid 
170 reichsmarks. Since the fixed contingent formed a 
different proportion of each country’s export, it is clear 
that no two of the coimtries receiving nominal most- 
favoured nation treatment paid the same average rate of 
duty. In November this complicated state of affairs came 
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to an end, and a uniform rate of 75 reichsmarks was 
applied. At the same time imports from each country 
were limited to a certain proportion of the imports during 
1929-31. Although this involves approximately equal 
treatment, it does not permit free competition between 
the various exporting coimtries. 

The post-depression history of the world is full of 
other such examples. Another drawback in the quota 
system in comparison with tariffs is that while in the case 
of tariffs the duty goes to the exchequer and provides 
relief to the tax-payers to some extent, in the case of the 
quota, the advantage, instead of going to the Exchequer, 
goes to the importing firm. 

Quotas have also been advocated on the ground that 
they increase the purchasing power of the foreign coun- 
tries, and thereby create a demand for the products of 
importing countries. This is not a mere belief of the 
man in the street, but it carries conviction with a British 
Minister for Agriculture who in one of his speeches re- 
marked, “It is in the interest of the world quite as much 
as of our own producers that the supplies into this coun- 
try should be controlled and should not be turned on and 
off with violence. It is essential in modern conditions, 
whatever may have been our views in the past on this 
matter — ^that the shades of Bright and Cobden should no 
longer infiuence us. Not only is Queen Anne dead, but 
Queen Victoria is also dead, and we have to shed Vic- 
torian economics once and for all, and go forward to the 
organisation of markets and a world planning in those 
markets.”^ 

The above extract from the British Minister’s speech 
is a typical example of the “Government Economics” 
which has come into the forefront during the present 
post-depression period. In quotas, the advantage, instead 
of going to foreign producers generally goes to the im- 
porting firms. The practical contradiction of this speech 
is afforded by the example of chilled beef imported from 

(1) Major Elliott, Minister for Agriculture, G. B. March 20th, 1938. 
Speech on the Second Beading of the Agricultural Marketing Board. 
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the Argentine, where the producers made strong demands 
that the quotas should be administered by the Argentine 
Government in the interests of Argentine beef producers, 
as all the advantages of high prices in the British market 
were being secured by the importing firms. “ Generally 
speaking, the importing firm, rather than the exporting 
producer, benefits. The importer has increased bargain- 
ing power in piurchasing his supplies, since the imposition 
of restrictions results in extra surplus in the exporting 
countries, a surplus which cannot in the case of most 
agricultural products be kept off the markets, and there- 
fore depresses farm prices in the exporting country even 
farther than would have happened otherwise.”^ 

Another serious objection to the quota system is 
that it may not succeed in Raising the price of the home- 
product and may increase the price of the foreign pro- 
ducts. This is filustrated by the case of the importing 
of bacon in Great Britain. Danish tank-cured bacon is 
preferred by consumers in Great Britain to the tank- 
cured British bacon. When quotas were imposed in 
Great Britain on Danish bacon, consumers instead 
of buying British bacon bought the available supply of 
Danish bacon at an increased price. In rich countries 
consumers are always prepared to sacrifice quantity at 
the expense of quality. Thus the quota may fail in its 
very purpose and may impose serious restrictions on the 
choice of home consumers at a sacrifice. 

Another serious drawback in the quota system is 
the periodical arrangement of the quotas allotted to 
various countries. Quotas as temporary measures* are 
excellent weapons for protecting the home market against 
dumping and depreciated exchanges. But when they 
become a permanent policy there is no more dangerous 
weapon than quotas. The success of the quota system 
depends upon very accurate estimation of the demand, 
and an accurate knowledge of the various actions and 
restrictions which affect prices. Furthermore, it also re- 
quires the knowledge of variations in the supply of the 

(2) The Planning of Agriculture, Astor and Murray, op. cit. page 120. 
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product from the principal countries, A single whim of 
nature may beat all human plans. A supply may be dras- 
tically curtailed owing to failure of crops from the ex- 
porting countries and thus may add to the inability of the 
exporting country to fulfil its quota, and seriously affect 
the consumers owing to shortage of supply. The applica- 
tion of the quota system to agricultural products is open 
to more serious objections than its application to manu- 
factured products. Production can be fairly controlled 
and planned beforehand in industry, but it is almost im- 
possible to do so in agriculture owing to the inherently 
different nature of the industry. An interesting case of 
how nature beats human plans is illustrated by the con- 
ditions in the United States. In the last quarter of the year 
1933 ,the U.S.A. had a huge surplus of wheat and other 
products. In many parts of the country wheat was dump- 
ed into the sea. Great efforts were made by the U.S. Dept, 
of Agriculture to curtail wheat acreage. But the drought 
of 1934 changed the whole situation. The United States 
was actually threatened with a shortage of various crops 
which a few months before were glutting the market, and 
for the first time in the last seventy-five years, in 1934-35, 
the U.S.A. became a net importer of wheat. 

The example of the U.S.A. (which can be easily 
supplemented from scores of other countries) emphasises 
the dangers of planning in agriculture and the failure of 
the quota system to assure stabilisation of prices. Owing 
to wide fiuctuations in the supply of agricultural products 
it seemed absolutely necessary that quotas should be 
changed from time to time to suit the seasonal require- 
ments, But frequent changes in the quotas of various 
exporting countries irritate the exporters and introduce 
imcertainty about the future market, which results in 
variations and fiuctuations in price, thereby defeating the 
very end for which it was started. One advantage of the 
tariffs over quotas is that producers in the exporting 
countries can adjust their production to the changed 
tariff in the long run, but sudden changes in the quotas 
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involve more serious strain both on the producers abroad 
and on the administrators at home. 

It has been pointed out most emphatically in many 
international conferences that sudden changes in the 
tariff are most harmful to international trade. If that is 
so, the objection applies with greater force to quotas. 
It is clear from the working of quotas in the various 
countries that those who advocated them for planning 
international production were suffering from very 
serious delusions. In theory quotas are an excellent device 
to stabilise prices. But this assumes that there are cut and 
dried channels to measure the future demand, and that 
the supplies flow constantly and smoothly. But is that 
so in practice? An eiTor in estimating the supply of beef 
would take almost five to six years to make good. “The 
change in the beef supply of the United States, Australia, 
and possibly the Argentine, occurs eight years after the 
original incentive to change takes place. High beef 
prices increase market receipts about eight years later; 
low beef prices cause a decrease in market supplies about 
eight years later.’’^ 

As a large number of statesmen suffer from delusions 
regarding the possibilities of “Government Economics” 
to solve the problems which have been aggravated by 
their quack remedies, we take the liberty of quoting at 
some length the opinion of no less an expert body than 
the Economic Committee of the League of Nations. 
Discussing the value of various devices which have been 
adopted in different countries for the control of prices, 
the Committee remarks “ Imports can certainly be 
reduced by means of increased duties, surtaxes, prohibi- 
tions, quotas, restrictions on foreign exchange — even so 
there is a limit which must not be exceeded — ^but this 
reduction is inevitably accompanied by a contraction of 
exports. “ At the present time (June 1931) the majority 
of agreements tend to restrict rather than to increase 
reciprocal advantages, and some even appear to sanction 
explicitly and in advance the reciprocal rights of the 

(1) Astor and Murray, op. cit. p. 124. 
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parties to harm each other. Moreover, certain of the 
most recent agreements are based on reciprocity, whereas, 
until recently, the most-favoured nation clause was, we 
might say, the basis of all commercial treaties. Even 
when advantageous treaties are still in force, the 
guarantees which they contain become illusory as a 
result of the imforseseen measures introduced to meet 
the crisis. What is the use of a consolidated duty if an 
exchange surtax is imposed? What good is freedom of 
trade guaranteed by the treaty but actually abolished or 
reduced by protections or quotas? What becomes of all 
the guarantees in the best treaty if buyers cannot obtain 
the foreign exchange necessary to pay for their purchases? 
Finally what remains of this equality of treatment 
which the most-favoured-nation clause was designed to 
ensure? ” 


The Economic Committee considers that although in 
some cases exceptional conditions may necessitate the 
application of the quota system, it should be a purely 
temporary expedient. Pending its disappearance, it is in 
any case essential that it should be attenuated in every 
possible way.”^ 


Import Licences^ 

Under the system of import licensing the commodities 
affected can only be imported by those persons who 
obtain a licence from the Government. There are various 
purposes for which the licensing of imports is practised. 
In many cases they are used to secure the enforcement of 
quotas, milling restrictions, and the like. A serious 
objection to the system of import licensing is that it is 
liable to lead to political corruption and favouritism on 
a vast scale. There is not much which can be said in its 
support except when it is done at a period of grave 
crisis. But as a measure of permanent policy it is to be 
condemned. The Irish Free State is one of the ipaHing 


op. 


(1) Economic Committee quoted by Astor and Murray, 


(2) The following countries have import licenses: Australia, Austria 
Belgium, United Kingdom, Bulgaria, China, Colombia, Czechoslovakia, Den' 
mark Ecuador, Esthonia, Finland, Prance, Hungary, Japan, Latvia, Lithua- 
nia, Netherlands, Norway, Poland, Union of S. Africa, Spain, Switzerland. 
Tonis, Turkey. 
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countries where this system is followed on a rather 
extensive scale. 

State Import Boards^ 

An Import Board is appointed by the Government to 
control and regulate the import of any commodity. The 
Board possesses all the privileges of a complete monopoly. 
State Import Boards have been the chief plank on the 
Labour platform in Great Britain. The idea underlying 
the establishment of Import Boards is to protect the 
consumers against the fluctuation of prices and to assiure 
a stable price to the home producers. It is a short step 
towards State Socialism, and has the disadvantages of 
that system. An increasing stress has been laid in many 
continental countries on using such boards for raising the 
internal price. Owing to its power to control the imports, 
the Board can raise the prices in the home markets. In a 
number of European countries there are state tobacco 
monopolies. They serve three purposes: — 

1. Restriction of imports. 

2. Regulation of domestic production. 

3. Collection of revenue by indirect taxes. 

The objections which apply to the system of import 
licensing apply with double strength to the system of 
state monopolies. They are more liable to corrupt 
influences than the licensing system. Bureaucratic 
control of industry is liable to result in red tape and 
inefficiency. Government officers who are divorced from 
actual business experience and are not responsible for 
any losses are no substitute for industrial leaders whose 
very lives have been linked up with their enterprises. 
“ The manager’s restless pillow has done more to advance 
the practical arts than all the legislation in the statute 
books.” If there were no other reason, this is the 
justiflcation for the competitive system, for without the 
constant renewal of leadership our increasingly complex 
civilisation will cease properly to function. Moreover, in 

(1) World Economic Survey. 1935 op. cit. 189. There are State Trad- 
ing Monopolies in U.S.A. and Iran, while import monopolies of particular 
products exists in Bulgaria, Chile, Esthonia, Finland, Germany, Greece, Italy, 
Lithuania, Manchuria, Netherlands, Norway, Poland, Sweden, Switserland, 
Uruguay, Togoslavia. 
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a broad way the only individuals who can successfully 
conduct these millions of organisations which we have 
created to carry on our daily life are those who have a 
self-interest in the results from them by their own 
worth.”^ 

The setting up of State Import Boards is also likely to 
result in more intense friction that the quota system, 
and is likely to produce ill-will in other countries.^ “ Men 
can haggle with each other in the markets of the world 
and there is no ripple in the international good will, but 
when governments do the haggling the spirit of 
antagonism between the people is thrice inflamed.”^ 

Exchange Control and Currency Restrictions 

The competitive race of depreciation of currencies 
which started in 1931 has been considerably responsible 
for the downward trend of the curve of international 
trade. In the sphere of world currencies it has exerted 
its pull in two directions. The currencies on the gold 
standard in order to save themselves from severe financial 
drains have taken rapid steps to control their exchanges 
and thereby to regulate the imports of the country 
according to the fimds available, while in countries with 
depreciated currencies steps have been taken to prevent 
a further decline in the value of the currency and to make 
available the necessary funds to meet foreign obligations. 
The situation in itself is due to the economic conditions 
which prevailed in the summer of 1931. There had been 
a great decrease in international trade and a tremend- 
ous fall in the price level of agricultural and other 
products. The financial horizon was also getting very dull 
owing to heavy clouds of uncertainty in the financial 
world. Creditors were getting scared, and there was a 
heavy demand for the withdrawal of their funds from the 
debtor countries, especially from Germany. Consequently 

(1) Hoover, Herbert. The Challeng^e to Liberty, op. cit., page 30. 

(2) For details see Astor & Murray, *‘Land and Life'* Chapter IX. 

(3) The system of exchangee control in one form or the other exists 
in the following countries: Argentine, Australia, Belgium, Bolivia, Brazil, 
Bulgaria, Chile, China, Colombo, Czechoslovakia, Denmark, Bcuador, Sstho- 
nia, Germany, Greece, Hungary, Indo-China, Iran, Italy, Japan, Latvia, Lu- 
xembourg, Mexico, Norway, Paraguay, Peru, Poland, Portugal, Roumania, 
Salvador, Spain, Turkey, U.8.A., Uruguay, Venzuela, Yugoslavia. 

( 4 ) Hoover, op. cit. page 102. 
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the governments of the debtor countries were compelled 
to take steps whereby their nationals could be compelled 
to restrict their liberty to send their money to foreign 
countries, hence the regulation of exchanges. This 
affected the creditor countries too. For various 
reasons, Great Britain was threatened with a financial 
crisis, and though it was able to avoid a severe crisis, it 
had to abandon the gold standard, and its example was 
followed sooner or later by various other Empire coun- 
tries and those foreign countries which had increasing 
trade connections with Great Britain and depended on 
its market for the export of their products. 

Exchange Regulation^ 

The regulation of exchange is an alternative to 
currency depreciation and is also used to make available 
a sufficient amount of funds to meet foreign obligations. 
This process has no limit. Every step which is followed 
in tampering with the general laws of economics leads a 
step further towards regementation and greater 
economic control by the State, and ends in complete 
control of human liberties and undermines initiative. Its 
economic results are also not so rosy as its advocates 
expected in the beginning. Studying the case of Germany, 
we find that in 1934, all foreign exchange dealings and 
all imports were subjected to control with the idea of 
establishing an equilibrium between foreign imports and 
the fimds available from the export of German products 
to foreign countries. The ultimate aim of this policy of 
rigid regimentation and economic control was that the 
passive balance should be turned into a permanent 
active balance of commodity trade. And what was the 
result? “ Twenty-five supervisory officers have been 
created to regulate imports according to the foreign 
exchange available and to re-organise Germany’s distri- 
bution of trade. These are shortly to be supplemented by 
measures to regulate export. Since June 1934, however, 
Germany has negotiated numerous commercial agree- 
ments, and, despite the great activity displayed in seeking 

(1) For detailed study of the problem see Eruzig, Paul. Exchange 
Oontrol. 
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new trade outlets by barter agreements, her imports in 
the first quarter of 1935 have fallen by 13 per cent., and 
her exports by 10 per cent., compared with the first 
quarter of 1934, despite the inclusion of the Saar from 
February 18th, 1935.”i 

The story of Italy’s regimentation is also as sad as 
that of Germany. In spite of similar developments and 
strict regimentation and control of imports her trade is 
decreasing and her passive balance is increasing.^ The 
example of Germany and Italy is followed by many other 
countries with some variations and less severity according 
to their circumstances. It is no wonder that international 
trade has suffered so terribly through this almost 
universal policy of meddling and tampering with 
economic laws. In some countries the control of foreign 
exchange is so rigid and complete that the import trade 
has been almost brought to a standstill. 

The principal drawback in the system of exchange 
control is its use as a weapon of discrimination between 
countries which leads to disharmony in the sphere of 
international relations and is highly detrimental to inter- 
national trade and world recovery. The present 
depression has been actually accentuated by such policies. 
In many cases the administration of exchange control 
is carried on with great discrimination without any 
publicity, as it is a matter of administrative decision. The 
rules for the allocation of exchange are laid down on 
broad principles by the legislatures, and are of such a 
vague nature that they leave great powers in the hands 
of the executive to work them out and their decisions are 
very often arbitrary, and from them there is no appeal. 
The principle of imcertainty is also introduced and makes 
it hard for the countries exporting similar products to 
know whether they will get similar treatment or not. 
Many countries are following an open policy of controlling 
exchange transactions in such a way as to favour those 
countries that buy from them. The result of this policy 

(1) World Economic Suryey, op. cit. p. 188. 

(2) in this statement no account has been taken of the period in which 
sanctions were imposed against Italy. 
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has been that a system of clearing agreements have come 
into operation. 

Clearing Agreements 

The system of clearing agreements usually provides 
for the following mechanism of payment between the two 
countries which are parties to it.^ 

A person in country A importing goods from coimtry B 
makes payment for them in the currency of A to the 
national bank of A; the latter credits the payment to the 
national bank of B, which in turn pays an equivalent 
amoimt in the currency of B (according to the rate of 
exchange stipulated in the clearing agreement) to the 
exporter. Similarly, for goods shipped from A to B, pay- 
ment is made by the importer to the national bank of B, 
which credits the amount to the national bank of A, and 
the latter then makes the payment to the exporter. The 
national bank of A, however, will not pay exporters to B 
more than importers from B pay to it; and similarly with 
the national bank of B. Thus, if the exports of A to B are 
greater than its imports from B, a part of those exports 
will not be paid for, except, possibly, in blocked accounts. 
The result of this policy of clearing agreements is that 
they have been the chief instruments in restricting 
international trade instead of helping it. An interesting 
example of the working of this complicated system is 
given in the “Financial News.” “The paradoxical result of 
their (quotas and clearing agreements) joint action was 
particularly well illustrated diu*ing 1934 by the French 
trade statistics. Clearing agreements designed to ensure 
the collection of debt service tempted French exporters 
to sell more to the countries concerned, while those 
countries were able to sell less to France. Thus exports 
to Germany rose from 1,714 million francs to 1,979 
million francs, while imports fell to 2,218 million francs. 
The balance of trade was such as to enable the French 
authorities to collect interest on the old debt, but new 

(1) Se« World Trade Barriers to American Agriculture. Senate Docu- 
ment No. 70. 78rd Oongreis, page 67, Washington 1933. op. cit. 
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commercial debts were incurred by German importers to 
an amount estimated at 500 million francs.”^ 

The detailed results of the working of the clearing 
agreements have been published by the League of 
Nations.^ The Committee was of the opinion that the 
“ immense difference between the spontaneous, automatic, 
almost unconscious, clearing of debts and claims, gene- 
rally through the machinery of banking, almost without 
the importer and exporter realising it, and the obligatory 
and necessary bi-lateral clearing system as we see it 
applied as at present.” The system operates “to the 
prejudice of third countries, and reverses trade currents 
to the disadvantage of countries with weak currencies — 
whereas exactly the opposite process would be necessary 
to restore the position of a country which is both an 
exporter and a debtor.” Moreover, “ the general tendency 
of clearing agreements is constantly to reduce the volume 
and value of international trade and to subject it to forms 
of restraint that necessarily hamper its development.”^ 
However, most governments apparently seem to be alive 
to these objections, but nothing could be done to mitigate 
the evil unless the root cause — exchange control — is 
eliminated and the Committee recommended the pro- 
gressive abandonment of such controls “ so that national 
currencies can once more perform their natural function, 
which is to be exchangeable without any limitation for 
all other currencies, and through them for goods.” 

BILATERAL TRADE AGREEMENTS 
A. New Developments in Commercial Policy 

Another serious restriction to international trade 
which is of recent birth is the policy of bi-lateral trade 
agreements, which is contrary to all commercial and 
political contentions of the pre-depression period. The 
great bulk of trade in the post-war period was carried 
on triangular or multi-lateral trade basis which had due 
consideration of elementary facts of economics and 

(1) Financial News, May, 21, 1986. 

(2) An Enquiry into Clearing Agreements. Document No. 0. 153. M. 
League of Nations, 11. B. 

(3) Enquiry into Clearing Agreements, op. cit. 
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geography. The international and territorial division of 
labour was based on the sound principle of comparative 
costs and relied on years of experience. An interesting 
case of triangular trade is given by the Review of World 
Trade and in view of the importance of this most 
fundamental trade channel we take the liberty of quoting 
at some length. “ Denmark’s imports of fodder from 
cereal producing countries and of industrial products 
from Germany are being paid for by exports of bacon 
and dairy products to the United Kingdom. Germany 
has a large trade deficit with overseas countries on 
account of the primary products she requires, but depends 
upon the European market for her exports of manufac- 
tured articles. Belgium and Czechoslovakia are net 
importers of raw materials from overseas countries and 
of industrial products from Germany, but net exporters 
to several European countries. Poland is also a net 
importer of various raw materials from India, Australia 
and the Argentine, but a net exporter of foodstuffs, 
timber and coal to various European countries, particu- 
larly the United Kingdom and Scandanavia. Egypt 
acquires an export surplus in her trade with the United 
Kingdom, France and a few other great consumers of the 
long-staple Egyptian cotton, and employs this surplus in 
purchasing from other countries which are well suited to 
meet her special requirements. India has to make large 
debt payments in the United Kingdom; but the export 
surplus required for these payments is not obtained in 
trade with that country (India has, in fact, an import 
surplus with the United Kingdom), but with other con- 
sumers of Indian products in all countries. The United 
States have normally a large surplus of exports to Europe 
which is only partly offset by her payments to Europe 
on account of tourist expenditure and emigrants’ remit- 
tances; before 1929, a large share of this export surplus 
was employed in financing the United States imports of 
raw materials from, and loans to, other countries.” 

“It would be easy to continue this enumeration. There 
are, in fact, few countries in the world that are not 
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dependent upon their sales to certain countries in order 
to meet their requirements from others. Moreover, the 
:diare of each country’s trade involved in such triangular 
transactions represents in most cases the most elementary 
and necessary share; the exchange of manufactured 
articles for primary products.”^ 

It is very deplorable to note here that post-depression 
politicians have ignored these simple fimdamentals of 
triangular trade and an increasing number of bi-lateral 
trade agreements have been signed to facilitate trade 
between the respective countries. “Between October 1st, 
1934 and April 1st, 1935, there were sixty-seven important 
bi-lateral trade agreements, apart from niunerous clearing 
and compensation agreements. During the same period, 
a great variety of decrees were issued, extending import- 
licence system, altering quotas, tightening exchange 
controls instituting export licences and establishing 
state monopolies of certain imports.”^ In view of these 
multifarious restrictions and this “Government Econo- 
mics,” there seems little hope for the solution of the 
world’s trouble. “The extension of bi-lateral clearing 
agreements and reciprocal trade treaties has diverted 
trade, particularly in Europe, from economic to “treaty” 
channels. Trade is regulated less by price differentials 
and more by political bargaining.^ 

Currency Depreciation 

Another device which has been increasingly followed 
in the post-depression world is that of (in many cases 
deliberate and willing) depreciation of currency. The 
desire in following such a course is to correct the visible 
balance of trade by encouraging exports and discouraging 
imports. A country with a depreciated currency is the 
cheapest market to buy in, so the exports are encouraged, 
and by means of a fall in the purchasing power of 
currency it becomes expensive for the nationals of that 
country to buy imported products. So imports are 

(1) League of Nations Beview of World Trade, 1934. Geneva, 1935. 
pp. 6-7. 

(2) World Economic Survey, 1935. Page 187, op. cit. 

(3) Ibid, page 181. 
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naturally discouraged. It is an excellent measure to 
encourage exports and is a valuable device to increase 
trade provided the policy is followed by a few isolated 
countries, who have been compelled to take such a step 
due to their peculiar circiunstances, but the game is not 
worth the candle when a competitive race of currency 
depreciation is started by various leading countries and 
the result is that instead of encouraging, it discourages 
exports and seriously undermines world trade. Once the 
race starts there is no limit to its end. Once a country 
follows the example of others the whole morale of the 
business world is corrupted by non-confidence. The 
sudden abandonment of the gold standard by Great 
Britain accelerated rather than retarded the decline of 
world business activity and international trade. Its 
example has been followed by various other countries and 
it is alleged that Great Britain is also responsible for the 
abandonment of the gold standard by the U.S A. “ The 
severity of the banking situation in the fall and winter of 
1931 was in some considerable degree due to the effects 
of the abandonment of the gold standard by Great Britain.” 
For creditors in France and other gold-standard countries 
who had funds on deposit in New York, withdrew these 
funds in the fear that the United States might follow the 
example of Great Britain. This was in considerable 
measure responsible for the “ rush for liquidity ” on the 
part of the New York banks, the repercussions of which 
were felt all over the country.^ 

The gold-standard countries have retaliated by 
imposing special restrictions on the import of goods from 
countries with depreciated currencies. Another uncer- 
tainty which disarranges international trade in a world 
of disturbed currencies is the uncertainty of any further 
depreciation and the fluctuations in the rate of exchange. 
An exporter who is on the gold standard, when he ships 
goods to an importer in a country not on the gold stand- 
ard, is never certain what will be the value of payments 
which he would rece ive for the goods exported. There 

p 70^^ World Trade Barriers in Relation to American Africulture, op. cit. 
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can be no reliability or certainty of contracts under such 
circumstances. The same difficulties apply to the exports 
from countries not on the gold standard. “ Unwilling as 
politicians and administrative authorities may be to 
recognise the essential imity of the world economic 
order, in spite of the strength of nationalistic sentiment 
and in spite of the active steps now everywhere being 
taken to divide the world into watertight compartments, 
that unity persists. It manifests itself in the monetary 
sphere by one simple but overwhelmingly important 
circumstance: it is impossible, intellectually, economically 
or politically, to divorce the probable future of anyone 
of the groups from the probable future of the others.”' 

Currency stabilisation, and some dependable and 
stable international denomination of value, are absolute- 
ly necessary to business recovery. It is in the interest 
of world trade and all the nations concerned that this 
competitive race of currency depreciation should be stop- 
ped as it has run more than its course and efforts should 
be made for the re-organisation of respective national 
currencies. The recent triple currency stabilisation 
agreement between France, the United Kingdom, and 
U.S.A. is a sign that the wind is blowing in the right 
direction and shows that the appropriate time has arrived 
to stabilise world currencies. 

SECTION II 

MEASURES ADOPTED TO CONTROL EXPORT 

PRICES 

B. EXPORT PRICES 
Export Aid and Restrictions 

Like the regulation of imports which we have des- 
cribed in the previous section, export aids and restric- 
tions are applied in many countries of the world for two 
main purposes: (1) to assist particular industries, (2) to 
maintain a favourable balance of trade. In the case of 
the regulation of imports the idea of achieving a favour- 
able visible balance of trade is expressed in the form of 

(1) T. E. Grwffory. Currency Stabili.siition and Business Recovery. 
Address to the Internationa] Chamber of C<»mmer<*e, Paris, 19.T5. 
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a decrease both in the quantity and value of imports, 
while in the case of exports it is expressed in the form 
of a decrease in the price of exported products and an 
increase in their quantity. We have mentioned in the 
previous section that there are four principal measures 
which are taken to achieve this end. We shall enume- 
rate them here again and shall discuss them individually. 

Measures Taken to Increase Exports or the Value 
of Exports 

(1) Through commercial agreements. 

(2) Through dumping. 

(3) Through regulation of production designed to 
improve or standardise the quality. 

(4) Through restrictions of quantity of exports with 
a view to increasing the price of the controlled 
products in the markets of the world. 

Export Aid Through Commercial Agreements 

In almost every country of the world exporting in- 
dustries are interested in the reduction or lowering of 
barriers for international trade. But owing to the in- 
tense policy of economic nationalism followed by a large 
number of countries and the severe impact of the econo- 
mic crisis which has led to the raising rather than to the 
decreasing of these barriers, the exporting industries 
have suffered a great loss. Consequently they have put 
increasing pressiu'e on their respective governments to 
find some outlet for their products. In a world where 
economic forces have been severely tampered with by 
desperate governments, the ordinary laws of comparative 
cost and territorial division of labour do not work very 
smoothly. In order to solve the problem of surplus 
population and to find an outlet for their products the 
governments are trying to seek markets in other coun- 
tries through diplomatic channels. The policies of even 
highly protectionist countries are influenced by political 
considerations in forming such policies for seeking ex- 
port markets and due consideration is given in commer- 
cial treaties to the favourable treatment of their exports 
in other countries. Practically every country in the 
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world recently made some sort of treaty in which the 
contracting countries have undertaken to limit their 
rights for raising the tariff barriers in exchange for simi- 
lar concessions from the agreeing coxmtry. 

There are three kinds of concessions which are made 
in commercial treaties. One kind of concession con- 
sists in charging reduced duties to the contracting coim- 
try for its exports in exchange for similar concessions 
from the exporting country. Such reduced customs 
duties are generally called conventional duties. For 
example, France in its commercial treaty with Germany 
in 1927 undertook not to impose duties exceeding a cer- 
tain previously agreed limit on German products, while 
Germany made similar concessions to France. Such 
concessions are not of an exclusive nature. By this 
agreement France was not debarred from granting simi- 
lar concessions to other countries for commodities for 
which it had granted concessions to Germany. 

The second type of concession which is made 
in commercial treaties is exactly of the opposite 
nature. The agreeing countries definitely pledge their 
right not to give a similar concession to any other coim- 
tries except those signing the treaty. Products from 
other countries may be admitted at a rate higher than 
those rates which are imposed on the products of agree- 
ing countries. A conspicuous example of such agree- 
ments are the Imperial economic preferences and the 
agreements that were signed between various Empire 
countries at Ottawa. Another example of such an agree- 
ment is reciprocity treaty between the United States and 
Cuba. 

Much hope was pinned on such agreements as a 
means of reducing the barriers in international trade. At 
Ottawa representatives of various Empire countries de- 
clared that it was going to be an example to the other 
coimtries of the world to encourage reciprocal trade by 
an all-roimd reduction in duties and a wide programme 
of general reduction in trade restrictions. But the work- 
ing practice of these agreements has been rather dis- 
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appointing as far as international trade and the reduc- 
tion of general staff level is concerned. Most of these 
concessions are granted not by lowering the tariff but 
by increasing the tariff on the goods of the non-Empire 
countries. Arrangements like these impose a burden on 
countries which are outside the ambit of these agree- 
ments. Before the world crisis such concessions were of 
a very limited nature and the third type of agreement 
— the unconditional most favoured nation agreement — 
was almost imiversal. 

The unconditional most-favoured nation clause im- 
plies that if any special concession is given by one coim- 
try to another country, it automatically applies to coun- 
tries which have such treaties with the country grant- 
ing the concession. For example, the United States of 
America had a most-favoured nation treaty with Ger- 
many which came into opeartion in 1925. Accordingly, 
if Germany granted any special concession by way of a 
lower tariff to any country it also automatically applied 
to the United States. 

The unconditional most-favoured nation clause 
existed as a bulwark against the forces of commercial 
discrimination and safeguarded the interests of various 
exporting countries with the least amount of interfer- 
ence of liberty in commercial affairs. The purpose of 
this clause was to discourage the agreeing countries from 
allowing concessions of the second type to other countries. 
It is deplorable to note that the tendency in the commer- 
cial agreements which have been signed during the 
depression period is away from this trend, and 
treaties for commercial concessions are being signed 
which are based either on geographical propinquity or 
else on political relationships. An example of treaties 
based on geographical propinquity is that of the Baltic 
countries. In such cases it is understood that the most- 
favoured nation clause shall not apply to other coimtries 
than the Baltic. It is stated in the case of the treaty 
between Esthonia and Great Britain that the British 
Government will not claim the benefit of any custom 
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preferences or other facilities of whatever nature, which 
are, or may be granted by Esthonia in favour of Russia, 
Finland, Latvia, or Lithuania, in regard to the goods of 
these countries, so long as such preferences are not ex- 
tended to any other foreign country. The conspicuous 
example of such favoured treaties based on political 
relationships is that of Great Britain and all countries 
in the British Empire which has been already mentioned. 

The policy of making commercial treaties has under- 
gone considerable change during recent years. Govern- 
ments have been more and more reluctant to commit 
themselves to the limitations which they are prepared 
to impose on themselves regarding the limitation of their 
power for raising tariff barriers and other import regu- 
lations, As a matter of fact the tendency is in the re- 
verse direction. They are trying to get rid of the limi- 
tations which have been imposed on them by various 
treaties by either cancelling the old treaties or by 
making new ones in order to obtain freedom of action 
as regards control of imports. The treaties which have 
been signed in recent years give the governments con- 
cerned greater powers in regard to the control of imports 
in comparison with the older treaties. “In fact in the 
last two years countries have been making numerous 
agreements with each other which for the most part 
provide for the exclusion of another’s goods from their 
market.”^ 

Increasing use of quotas and other new import res- 
trictions has been made in recent years to escape from 
treaty obligations. Treaties require some time to be 
terminated, as most of them contain clauses by which it 
requires several months’ notice before a treaty can be 
terminated, and the way to escape is found by tightening 
other forms of economic control. The conspicuous exam- 
ple is that of France. At the beginning of 1933, the 
French Government was prevented by its treaty obliga- 
tions from raising further duties on imports from various 
countries, and it is generally assumed that one of the 

(1) World Trade Barriers in Relation to American Agriculture, op. cit. 
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principal reasons for the extensive employment of French 
quotas is due to the inability of France to do anything 
else owing to her treaty obligations. 

It is now engaged on a wholesale programme of 
treaty revisions which began in 1933 and in the new 
treaties the Government has taken powers in its hand 
which were lacking in the previous treaties. 

It is very deplorable to note that governments are 
less and less willing to make general extensions of com- 
mercial privileges through the most-favoured nation 
clause. On the other hand, efforts have been made during 
recent years to exclude this important clause — a clause 
which was responsible during the pre-war period for 
general extension of privileges and acted as a bulwark 
against Government discrimination against other coun- 
tries. And in its efforts to improve the balance of trade 
each country is trying to buy from another country only 
as much as the other buys from it. The result of such a 
policy heis been the diminution of triangular and multi- 
lateral trade to a great extent. The advantages of the 
territorial division of labour and comparative cost have 
been denied and instead, a great paraphernalia of quotas, 
import restrictions, anti-dumping measures and clearing 
agreements have come into great prominence and are 
playing an increasingly important part in the world 
economy. The most-favoured nation clause has been re- 
placed by an opposite policy of bi-lateral treaties and 
clearing agreements. 

This confused policy of various governments is due 
to the severe economic crisis with which they have been 
faced almost unawares. Nobody could imagine in 1928 
that such severe times were ahead and consequently no 
special provisions were made in the treaties signed be- 
fore that period. But when the crisis came, it took most 
nations unaware and they were threatened with very 
serious consequences. They had to face hosts of urgent 
problems. The economic crisis was coupled with a finan- 
cial crisis in most countries and many governments in 
haste did anything that it was possible to do hastily. 
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In so short a time, no new treaties could be negotiated 
or the existing ones cancelled without sufficient notice 
and a way of escape was found by applying all these 
restrictions which we had described in the previous 
pages, and some more which we shall discuss later. It 
is clear that the present restrictionist policy is not well 
conceived and many governments do not know where 
it is going to lead them. The policy is neither clearly 
thought of, nor is it a result of any long-time view of 
the world situation. But there seems little hope of its 
abandonment in the near future, although some signs are 
apparent of the realisation of their bitter experiences by 
meddling with economic laws which have come home to 
various governments. 

On the whole, the present world policy is drifting 
more and more towards regional tariff agreements of an 
exclusive nature rather than towards triangular trade. 
In European countries there has been a new tendency 
towards an inter-European customs union. This is more 
an ideal than a matter of practical politics at the present 
moment; but signs are not lacking to show the current 
along which the wave of European politics has been 
moving. There is a general tendency in the industrial 
cultural countries of Eastern Europe in exchange for their 
coimtries of Western Europe to grant preference to agri- 
products at similar terms of treatment. It has not been 
possible to achieve great success in this direction, due 
mainly to the fact that other nations who have most- 
favoimed nation treaties with these countries are not pre- 
pared to sacrifice their claims for similar treatment to 
which they automatically become entitled under these 
treaties. This is another reason why there has been so 
much disgust with this clause in Europe. The matter has 
been discussed in many international conferences but the 
problem has not been solved. Nevertheless, some agree- 
ments have been signed whereby industrial countries of 
Western Europe have granted concessions to the agri- 
cultural products of East European countries. For in- 
stance, treaties have been signed by Germany with 
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Hungary, Rumania and Bulgaria, whereby preferential 
treatment has been given by those countries, but it was 
not possible to put this into practice as the treaties made 
conditions that other countries who had a most-favoured 
nation clause with Germany should not make their claim, 
which end has not been possible to achieve. The ambi- 
tious hope of the United States of Europe seems far from 
possible to attain in the near future. 

Export Dumping 

There are various forms of dumping, but we shall con- 
fine ourselves to international dumping only. Dumping 
when confined to international markets means the selling 
of goods in the export markets at less than the price pre- 
vailing in the countrj' of origin, with due allowance for 
cost of transport and other such necessary expenses. 

The Nature and the Economic Effects of Dumping 

Dumping is another weapon which the supporters of a 
surplus balance of trade have increasingly employed to 
achieve their desires. There are various ways by which 
dumping is encouraged by the governments concerned. 
Dumping of agricultural products is effected in some cases 
either by an export subsidy — direct or indirect — or 
by setting up monopolies of export which charge higher 
prices to the consumers at home and lower prices to 
the export markets. The result of either of these two 
ways of dumping is a higher price charged to the con- 
sumers at home than that prevailing in the markets of 
the world. In some countries this policy has been follow- 
ed to raise the price to home producers. This is gene- 
rally accomplished by a dual system of imposing suffi- 
ciently high duties on the import of such products and by 
putting a levy for consumption of the product at home. 
The difference between the home price and export price 
is generally paid to the home producers. 

There is a serious drawback to this system. As long 
as production is not controlled, it is more than likely that 
it will increase and thereby damage the price 
to the producers at home, as there is a definite limit to 
the consumption in the home market and the increased 
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production must be sold outside the coimtry at world 
prices. The constant use of this measure has resulted in 
retaliation from the importing countries whose economy 
has been very seriously disturbed by cheap imports 
against which producers in their own country are 
unable to compete. The lowering of the world price 
which results from dumping strengthens the hands of the 
importing coimtries in using various retaliatory measures 
to check this flood, and the psychological effects of the 
fact that other countries are underselling and thereby 
causing unemployment lends popular support to the 
democratic governments to continue their policy of self- 
sufficiency. Public opinion is particularly sensitive to 
dumping and it is interesting to note that with 
increasing hostility towards dumping, it has been used 
more and more by giving increasing amounts of bounties 
and subsidies in the exporting countries. The burden of 
such aids falls heavily on the exchequer and results in 
increased taxation. Here we shall give example of a few 
countries to show how subsidies have been greatly 
increasing. 

Federal Subsides in Switzerland, 1929-1934^ 


Francs 1,000,000 


Year 

Total 

Agriculture 

1929 

.. 77 

22 

1930 

.. 95 

36 

1931 

.. 120 

39 

1932 

.. 139 

49 

1933 

.. 193 

91 

1934 

.. 211 

— 

In the United Kingdom, 

increasing use of subsidies 

has been made in recent years. The following is the esti- 

mate of subsidies given during 1934. 

Since this estimate 

was made further subsidies, especially on beef production. 

have been authorised.* 



Sugar . . £3,250,000 

Milk 

.. £1,500,000 

Wheat . . . £4,500,000 

Beef 

. . £3,000,000 


(1) World Economic Surrey, 1984-85. op. cit. pofc 85. 

(2) Ifidlond Bask, Monthly Beriew, Aufust-Bcp. 1984. 
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The result of such subsidies is not only that they 
impose a heavy burden on the national exchequer, but 
they also tend to create permanent vested interests. Sub> 
sidies which are once put on are very difficult to with- 
draw later owing to the serious opposition of vested 
interests. An interesting example is offered by the Bri- 
tish sugar-beet subsidy. After subsidies amounting to 
£39,000,000 in ten years, the industry employs only 32,000 
workers, and the Royal Commission which was appointed 
to investigate the matter definitely recommended that 
the subsidy should be withdrawn. But it was not possi- 
ble for the government to do so as it met with strong 
opposition. On the contrary other industries began to 
clamour for such help. The English Milk Marketing Board 
was faced with the problem of an over-supply of milk 
and demanded state help. 

Failure of Dumping to Achieve its End 

Dumping is a great menace in the world markets as 
the example of one country is generally followed by 
others, and the likely result is further depression of the 
world price level. Consequently the first country which 
started dumping with a view to giving increasing benefits 
to the home producers is affected by a decrease in the 
world price level and thereby its share is decreased and 
the very piu:pose of the diunping becomes fruitless. An 
interesting example to show the international effects of 
dumping is afforded by the case of German rye. For 
some years preceding February 1930, Germany gave 
some financial assistance to the exporters of rye. This 
assistance was given in the form of import certificates 
which were issued to rye exporters, but were accepted 
for the purpose of import-duties on certain products 
which were imported into Germany. So these certifi- 
cates were freely bought by the importers from the ex- 
porters of rye at practically their face value. Due part- 
ly to this dumping and partly to other reasons, the price 
of rye fell considerably in the Scandanavian countries — 
the chief market for the export of rye — and increasing 
restrictions were imposed by these importing countries 
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on the import of rye, especially by Sweden. In Novem- 
ber, 1929, Poland followed the example of Germany and 
made similar provisions for the export of rye. The re- 
sult of this competitive dumping was that the price of 
rye fell very considerably and Poland and Germany were 
compelled to sign an agreement to limit their export of 
rye and to maintain a minimum price. The added factor 
of Russian competition made the matter worse and Ger- 
many which was already facing a serious drain on its 
treasury had to retire in 1930 and ceased to give any sub- 
sidies. The experiment was officially terminated in 1931 
with a frank admission of defeat. 

Another ingenious method of dumping which is 
known as the Hungarian Boletta or grain-ticket system 
was practised by Himgary before 1932. According to this 
system every dealer who purchased wheat from a farm- 
er had to purchase at the same time grain-tickets from 
the Government to the value of 42 cents for every bushel 
bought. A part of this ticket worth 29 cents was given 
to the farmer, who was allowed to surrender it to the Gov- 
ernment in payment of taxes, or was allowed to encash 
it; the other part was retained by the dealer or passed on 
to other dealers to whom he sold the wheat. If the wheat 
was exported, the dealer’s part of the ticket was resold 
to the Government, but if the wheat was consumed in 
the country, the ticket was finally surrendered to the 
Government without any compensation. In essence these 
tickets were used to tax the home consumers of wheat 
and to render relief to the growers of wheat from the 
proceeds realised from the consxunption of wheat in Him- 
gary. With the shortage of the wheat-crop in 1932, the 
system fell into abeyance.^ 

Sliding Scale Bounties 

Like the sliding scale import duties, sliding scale 
bounties are given to enable the domestic producers to 
receive a stable price, in contrast to fixed bounties which 
enable him to receive an increased price. The system of 
sliding scale bounties is, for instance, in existence in 

(1) For details see pages 400-404. World Trade Barrier, op. cit. 
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Portugnl. The Portuguese Government pays such 
duties on the export of cotton from Portuguese East 
Africa. The rate of bounty is equal to the difference 
between the average monthly market price and a fixed 
price of 8 escudos per quintal. Thus the exporter is 
guaranteed a minimum price of 8 escudos. Egypt pays 
a similar bounty on the export of beans. 

The results of hosts of these dumping measures have 
been a serious dislocation of the international trade and 
a great divergence in the price of the same commodity in 
different countries. We will take the case of butter to 
show the extreme variation in the retail prices, which 
has been accentuated by the payment of bounties and 
other restrictive measures. 

Average Retail Price of Butter, October, 1934 


(Swiss Gold francs per Kilogramme) . 

Importing Countries Exporting Countries 


Canada 

. . 1.70 

Esthonia 

. . 1.03 

United Kingdom 

. . 1.72 

New Zealand . . 

.. 1.40 


Finland 

. . 1.77 

United States 

. . 2.24 

Denmark 

. . 1.79 

Czechoslovakia 

. . 2.27 

Poland 

.. 1.80 

Belgium 

. . 2.75 

Yugoslavia 

. . 1.87 

Australia 

.. 1.90 

Italy 

. . 3.03 

Latvia 

. . 1.93 

. . 3.55 

Sweden 

. . 2.05 

France 

Hungary 

. . 2.10 

Germany 

. . 3.79 

Norway 

.. 2.20 

Spain 

. . 3.79 

Irish Free State 

. . 2.34 

Austria 

. . 2.36 

Switzerland 

. . 4.75 

Netherlands 

.. 3.48 


The foregoing table shows a great divergence in the 
prices of butter not only in the importing countries where 
it is due to import duties and other restrictions, but also 
in the exporting countries, which is principally explained 
by the existence of bounties and subsidies given to the 
home producers to dump their butter in the foreign 
countries, while the losses are borne by the consumers at 
home. There is a difference of 316 per cent, in the price 
of butter in Esthonia and the Netherlands — ^both exporting 
countries — and a difference of about 30 per cent, in the 
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price of butter in Canada and Switzerland — ^both import- 
ing countries. “ These Draconian measures, which quite 
apart from the disorder they caused in the delicate and 
complex mechanism of balance of international accoimts, 
tend to create as many different price regions as there 
are protectionist countries and this delays a return to 
the essential system of non-watertight compartments.”^ 
The inevitable result of this policy of State inter- 
ference in economic laws has been that consumers have 
greatly suffered. The fancy retail prices of butter which 
are charged in various coimtries make this commodity 
a luxiuy which only the very rich can enjoy. The re- 
sults have not been so serious where the Governments 
have not made increasing interference in the working 
of economic laws, but where a policy of Government 
planning has been pushed too far the results have been 
very serious. “ Were all nations to follow the liberal 
system of free exportation and free importation, the 
different States into which a great continent was divided 
would so far resemble the different provinces of a great 
Empire. As among the different provinces of a great 
Empire the freedom of the inland trade appears, both 
from reason and experience not only the best palliative 
of a dearth, but the most effectual preventive of a 
famine, so would the freedom of exportation and im- 
portation trade be among the different States into which 
a great continent was divided.”^ 

The increase of duties and various other control 
measures in the importing countries has resulted in in- 
creasing subsidies and export sides from the exporting 
countries. But in this competitive race importing coun- 
tries have the better controlling power as they have 
only to pass a law to limit the imports by various me- 
thods which suit their purpose and it is easy enough to 
get the laws passed at present when the extreme policy of 
economic nationalism is in favour. But it imposes a 
serious drain on the Exchequer and the tax payers of the 
exporting countries have to pay an increasing amount of 

<1) Agricultural Protectionism, page 6, op. cit. 

, (2) Adam Smith, Wealth of Nations. 
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subsidies to counter-balance the effects of restrictions 
imposed in the importing country. An interesting 
example is afforded by the case of the exports of the 
Irish Free State into the United Kingdom, where penal 
taxes have been imposed on the imports of various pro- 
ducts from the Irish Free State. Though the matter is 
not economic but political, it still proves the inability 
of the exporting coimtries to push through their products 
against heavy tariffs, even with the help of a considerable 
amount of subsidies. In June, 1932, the Irish Free State 
refused to pay the semi-annual instalment for Land An- 
nuities which was due to the U. K. Government. On 
July 15th, the British Government in retaliation imposed 
duties of 20 per cent, ad valorem on the principal agri- 
cultural exports of the Irish Free State. 

These duties were further increased in November, 
1932 to 30 per cent, on some commodities and 40 per 
cent, on others. In order to meet the situation, the Free 
State Government gave boimties on the export of Free 
State products to counteract the effects of the British 
duties. The principal products which were affected by 
this economic war were live animals, meats, butter, eggs, 
etc. The British Government has collected more money 
through the penal tariff than was due to it from the Land 
Annuities. An increasing use of export bounties is being 
made by the Irish Free State to increase its agricultural 
exports. The following figures show the total amoimt of 
export bounties paid by the I.F.S. Government during 
1932-33 and 1933-34. 

Export Subsidies.^ 


Commodity 

1932-33 

1933-34 


£ s. d. 

£ 

Cattle 

. . 482,428 12 0 

729,181 

Live Pigs 

31,637 0 0 

44,018 

Pig Products 

.. 125,236 13 3 

284,332 

Dead Poultry 

.. 108,527 0 1 

143,938 

Eggs 

40,962 7 10 

280,378 

Potatoes 

3,679 12 11 

14,578 

Dairy Products 

. . 552,985 11 5 

1,448,980 


(1) Second Annual Report of the Hinietry of Agriculture, 1932-83 p. 19* 
Third Annual Report of the Ministry of Agriculture, 1933'34 p. 23. 
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Commodity 

Sheep and Lambs, Live 
Beef and Veal 
Mutton and Lamb 
Grass Seeds 
Horses 


1932-33 1933-34 

No subsidies 44,255 

„ 11.404 

„ 22,018 

713 

1,834 


Total 


.. 345,446 18 4 3,025,619 


OTHER INDUIECT METHODS OF DUMPING 

Dumping by Means of Monopolistic Organisations 

In many countries monopolistic organisations exist 
for the purpose of increasing the prices to the producers. 
The system followed by such organisations to effect 
increased prices to the producers is to charge a higher 
price in the home market than that to be obtained in the 
export market. The losses which are sustained by selling 
in the low priced export markets are coimterbalanced by 
the higher prices in the home market. Such bodies which 
have monopolistic control of a commodity are generally 
state or semi-state organisations. Such organisations are 
generally formed at a period of crisis and are of a tempo- 
rary nature. Their purpose, is more or less, that of 
farm relief rather than a permanent settled agricultural 
policy. A notable exception is the Patterson Butter Plan 
in Austredia which has been working since 1925 and seems 
to be a permanent policy. It is also one of the few 
exceptional examples where control in an agricultural 
commodity has been exercised without Government 
intervention. All the important creameries in Australia 
both private and co-operative — ^have voluntarily sub- 
mitted themselves to the control of a body — ^the Butter 
Export Control Board — ^which is elected by them. This 
Board imposes a levy on the production of all butter made 
in Australia and from this amount pays a boimty on the 
butter exported. 

Although the Australian Butter Control Board is not 
a government body, it has all the advantages of 
being one. As a matter of fact without the indirect 
help of the government— the imposition of a high tariff 



CONTROL OF PRICES 


79 


on the import of butter — it would not have been possible 
for Australia to withstand the competition from New 
Zealand. Moreover, the Commonwealth Government has 
showed its approval by refraining from prosecuting this 
body under the anti-trust laws of Australia. The inevit- 
able result of this policy has been that the dairy industry 
has considerably increased and consequently the rate of 
the bounty has been lowered. Australia’s example has 
been followed by the Irish Free State and various other 
countries, viz.. South Africa, Sweden, Norway, Finland, 
etc. 

Another example of similar dumping is that of rice in 
Italy. The National Rice Institute (Ente Nationale Risi), 
which has been created by a decree of the Fascist Gov- 
ernment, has been endowed with extensive powers to 
regulate all trade in rice. This institute fixes the prices 
which are payable to the producers of rice and also 
prescribes a fee which must be paid on the purchase of 
rice from the growers. This fee is then paid to the 
exporters of rice by way of a bounty and the amount of 
bounty varies according to the country to which the rice 
is exported. For this purpose the export countries have 
been divided into three categories and a different rate of 
bounty is fixed for each group. In Group One are classed 
all those countries in which the Italian rice has to face 
severe competition from other coimtries, and the amoimt 
of bounty paid by this group of coimtries is the highest. 
In Group Three are those countries which are nearer to 
the frontiers of Italy and where the competition is not 
severe, consequently the amount of bounty is the smallest. 
Group Two consists of the middle course. 

Export Quotas 

Another unique method of dumping is by way of 
export quotas, which is practised in the Union of South 
Africa for the export of South African maize. At the 
beginning of the marketing season the Government 
determines the proportion of the crop which is to be 
exported, and every selling agency (including the Co- 
operative Societies) is compelled to export the fixed quota. 
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no more and no less. The idea underlying this policy of 
rigid control is to so fix the proportion of the crop 
exported that it should create a comparative scarcity in 
the home market, and thereby raise its price. The big 
co-operative corn marketing societies, which control a 
large share of the market both at home and abroad, pay 
their members the net proceeds of their sale both for the 
home and the export market. 

Subsidies in Transport 

Another form of export subsidy is a lower tariff 
charged by the transport authorities for export pro- 
ducts for similar distances as compared with the charge 
for products destined for consumption in the home 
market. Various state-owned railways give this form of 
subsidy. 

Regulation of Production designed to Improve or 
Standardise the quality 

Of all the systems of “ Government Economics ” 
designed either to control the prices or directed towards 
achieving national ideals, the laws promulgated to 
regulate production in order either to improve or 
standardise the quality of production are perhaps the 
least objectionable, and if not pushed too far are excellent 
measures, which can be defended on many grounds. The 
chief aim of such measures is to improve or to standardise 
the quality. Standardised quality plays an important part 
in the marketing of agricultural products, and a country 
which exports a imiform quality of products does achieve 
a certain amoimt of popularity amongst consumers in 
the importing countries, and thereby such countries are 
able to realise better prices than their competitors whose 
exports are not of any standard quality. The standardised 
product is easier to sell than the imstandardised one, as 
the consumers are not sure about the quality of an untried 
product. One of the main reasons for the popularity of 
Danish agricultural products in the markets of the world 
is their standard quality, and the Danish Government, in 
co-operation with the Danish Co-operative Societies, does 
take a great amount of interest in regulating the export 
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trade in agricultural products and no product is allowed 
tc leave Danish shores unless it satisfies all the required 
standards, and is passed by Government inspectors. 

The example of Denmark has been followed by 
various other coimtries with great success. A system of 
“national mark” has been introduced in Great Britain 
to encourage the sale of home agricultural products. “ The 
national mark carries the guarantee of the British Gov- 
ernment as to the excellence of the product so marked. 

The system of regulating the exports does not lower 
the price in the markets of the world and cannot be 
strictly styled as dumping, but it does take a different 
form of dumping when the best quality is sold in the 
export markets, while an inferior quality is sold at the 
same price in the home market. Sometimes importing 
countries, who are unable to face the competition of such 
standardised products, take shelter under legislative 
protection. The severity of German restrictions on butter 
is an example. German butter was not able to stand the 
competition of the excellent Danish butter. In some 
exporting coimtries governments impose heavy export 
taxes on the export of ungraded products in order to dis- 
courage the exporting of such products which do not come 
up to the export standards, and give bounties to products 
of excellent quality. This is being done in Poland. In 
Roumania the government imposes a tax on the export 
of ungraded eggs. In Australia, New Zealand and South 
Africa there is an extensive list of products which are 
controlled by various export boards, and the main purpose 
of such boards is to encourage the export of imiform 
grades. The dumping element comes in when bounties 
are given to encourage the export of better grades. The 
New Zealand Fruit Control Board imposes a tax on the 
export of low grades of apples and plums and provides a 
bounty on better grades of these conunodities. 

On the whole, there is a considerable amount of 
justification for the governments to take an increasing 
interest in the export of standardised products and to 
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pass legislation to that end. This is not only benefidal 
to exporters but is also useful to consumers. h is 
easier and involves less waste and risk in buyirg a 
product, the quality of which is known, rather than an 
imknown and unstandardised product. The great gulf 
between the prices of agricultural products paid '-o the 
producers and those paid by the consumers is <iue to 
increasing expense in the marketing of such products 
owing to their lack of standardisation and various other 
risks of imknown quality. If this gulf is to be bridged — 
and it is very desirable both in the interests of producers 
and consumers that it should be bridged — ^it is absolutely 
necessary that agricultural products should be 
standardised. 

Since the Great War the problem of marketing 
agricultural products has come into great prominence and 
it is rightly believed by many farmers that the 
major problems of agriculture to-day are marketing 
problems. Various governments have opened State 
institutions to provide credit to the farmer for making 
improvements in his land and for practising intensive 
agriculture, or for adopting a better quality of seed. But 
these measures are of little use to the farmer if he is 
unable to realise a better price for the better product 
which he produces with the help of state loans. Better 
grading and better marketing of agricultural products 
would help the farmers far more than hosts of other laws 
and measures designed by Governments to interfere in 
private enterprise. 

Export Restrictions 

Experiments by various govemments for restricting 
exports in order to raise prices have failed in the long 
run in various parts of the globe. Japan tried to fix the 
price of silk. In spite of its efforts the price fell from 16 
cents a pound in 1920 to 2 cents in 1930. Japan’s efforts 
were nullified through an increase of production in other 
countries. The Stevenson rubber restriction plan shared 
the same fate. The prices did rise for a short time but 
the final collapse was worse. Before the restriction came 
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into operation rubber was selling at 20 cents a pound, and 
after the restriction its price fell to 8 cents a poimd. 
Brazil and Cuba had the same bitter experience in regard 
to coffee and sugar respectively. The buying of surpluses 
at prices higher than those prevailing in the markets of 
the world leads to complications and instead of any 
appreciable decline in production, the trend is always in 
the reverse direction except if the restriction is complete 
and covers all the countries which produce that commo- 
dity, while the psychological effects of hoarded surpluses 
further depress prices. In the United States of America 
the failure of the Farm Board to standardise the prices of 
wheat and cotton through the Stabilisation Corporations 
is a recent lesson to those who pin great faith on such a 
measure and clearly shows the dangers of trying to raise 
prices through artificial measures which ignore the factors 
of supply and final consiuner demands. When such 
measures are attempted, the inevitable laws of supply and 
demand must not be forgotten. No programme of 
stabilisation of prices is likely to succeed ultimately unless 
supply is curtailed to demand, or efforts are made to 
increase the demand. 


The experience of the wheat and cotton stabilisation 
corporations have been very bitter.^ Before the Wheat 
Stabilisation Corporation began to carry on its pegging 
activities the price of wheat was $1.16 in Chicago. 
Thirteen months after the operations of the Corporation 
the price of wheat fell to 73 cents. Cotton was selling at 
18 cents a poimd before the pegging operations began. 
After 12 months pegging the prices fell to 8 cents a 
pound. “ It is our opinion that it had a definitely detri- 
mental effect on exports of American cotton. It created 
a holding movement. A holding movement dams up or 
increases the supply, which is a direct cause of decline in 


prices.”* 


SECTION m 


Production Aids and Restrictions 


In the previous two sections we have discussed the 

(1) For details see the Annual Reports for the Federal Farm Board, 
1980-1981'1982. Washington, U.S. 

(2) Ootton Review. Oct. 1980. U.S .A. 



84 


THE STATE AND ECONOMIC LIFE 


measures that have been taken by various governments 
in either controlling imports or encouraging exports. In 
this section we shall describe the measures of Production 
Aids which have been adopted in many countries by their 
governments in order to increase their balance of pay- 
ments. We shall also discuss the measures which tend 
to restrict production in order to increase prices. 

Production Aids — ^Direct Regulation of Production 

The direct regulation of production has been carried 
on on a very extensive scale in Soviet Russia. The system 
of planned economy was introduced with the first Five 
Year Plan in 1929, in order properly to exploit the pro- 
ductive resources of the coimtry and to make the Soviet 
Republic free from foreign imports. A very ambitious 
programme was chalked out by the Soviet authorities and 
it was intended to complete that programme in five years. 
In a system like this where the government is the chief 
controller and producer and there is entire absence of 
any private enterprise, the question of costs or profits 
does not arise as a matter of any practical politics. Persons 
carrying on production do so not at their own risk or 
incentive but as the agents of the State. The example 
of Russia is a rather extreme case of state intervention 
and its desire to increase production. But cases are not 
lacking in other European countries where states have 
intervened to encomage or to increase production, 
although their measures are not the same as those of 
Soviet Russia. 

The Italian government has directed its attention to 
raising the level of production in the agricultural 
industry. The wheat battle, which the fascist govern- 
ment started in 1925, is a conspicuous example of State 
aid increasing production. Between 1921-24 Italy 
produced 51 million quintals of wheat on 4.7 to 4.8 million 
hectares of land.^ The average yield per hectare at this 
time was about 10.5 quintals per hectare. Every possible 
effort was made by the Italian Government to increase 


' (1) Quintal 1.968 cwt. 
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the production of wheat, and more particularly to raise 
the yield per hectare. Through widespread propaganda, 
the increasing use of scientific methods, and intensive 
methods of cultivation, the production increased from 51 
million quintals in 1924 to 75 to 1932, and the average 
yield increased from 10.5 to 14.5 quintals per hectare. 
There has also been a great increase in the production of 
various other agricultural products. Extensive drainage 
surveys have been carried on to reclaim the land and to 
settle people on it. The government asserts complete 
authority over farmers who do not carry out its instruc- 
tions and actually intervenes in cases where land has not 
been put to proper and fuller uses. In cases where farmers 
are obstinate, they are compelled to entrust their lands to 
local farm associations or agricultural colleges, who 
manage it on their behalf. In extreme cases the farms 
are expropriated by the state. 

More widespread than the direct control of 
production is the control of production of a particular 
crop. There are very few European countries which do 
not impose such restrictions on the liberties of individual 
farmers. A conspicuous example of this is the tobacco 
crop. 

The Spanish Government has been trying to increase 
the production of cotton by giving subsidies to cotton 
producers. Another example is the ingenious system of 
the Wheat Act in the case of the United Kingdom, which 
has already been described, and scores of other examples 
can be given, but space does not permit this. 

The idea of encoviraging all production at home is 
the direct outcome of the policy of economic self- 
sufficiency and the more popular but mistaken belief of 
reducing unemployment, which itself is mainly due to 
the disturbed equilibriiun of world economy. Another 
indirect help in increasing production has been rendered 
by many coimtries by providing subsidised agricultural 
credit. Many countries have opened state or semi-state 
institutions in order to provide credit to farmers at 


(2) Hectare 2.4711 acres. 
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low rates of interest. Many other countries have not 
gone as far as that, but have guaranteed the principal and 
interest of bonds which are issued by many quasi-public 
institutions in order to obtain funds for making advances 
to the farmers. The provision of credit for agriculture 
received special attention all over the world after the 
Great War. Many European countries which had partici- 
pated in the War were left with devastated lands, which 
required an immense amount of capital in order to bring 
them back to a state of proper cultivation. The large 
armies that were demobilised after the cessation of 
hostilities swelled the ranks of the unemployed and as 
the horrors of sieges and starvations were still fresh in 
people’s minds, it was thought fit and proper to exploit 
fully the agrarian resomrces of the country as a safeguard 
against any future hostilities. It also created an easy 
avenue of employment for those who had just been 
demobilised. As a consequence of this policy, a preponde- 
rately large number of countries directed their activities 
towards settling people on the land. But it required 
capital and imder the circumstances there were few 
agencies who could cater for the needs of these new 
agricultmists, except their respective governments 
which had embarked on this programme. So they were 
expected to provide credit to those newly settled farmers. 
The bloody revolution of Russia created many difficult 
problems for the neighbouring European countries. There 
was a land hunger in aU the neighbouring countries and 
if the appetite were not satisfied by legitimate means the 
example of Russia would give a great stimulus to landless 
tenants and small peasants to follow Russia’s revolution- 
ary policy. The danger was so great that the govern- 
ments of neighbouring countries had to embark on a 
large programme of compulsory expropriation of big 
landlords and divided their big estates into small 
holdings in order to satisfy the desire of so many landless 
people. The result was that landlords who had previously 
undertaken to provide the finance were removed from the 
scene and their place had to be taken by somebody else. 
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The new peasant proprietors had hardly any capital to 
exploit properly the newly acquired lands. The duty 
had to be performed by their government. Under the 
spur of economic nationalism and the provision of liberal 
credit policies, production in European countries increased 
a good deal. 

Restriction Aids 

One can well understand the idea underlying the 
policy of production aids and other such subsidies in 
order to exploit fully the natural resources and to create 
more employment. But the idea of providing money for 
not doing anything and not producing anything is al- 
together novel and fantastic. Attempts have been made in 
various countries from time to time to curtail the supply 
or impose other restrictions in order to raise the prices, but 
history gives us very few examples where the govern- 
ment have given direct help to its nationals in order to 
decrease production. The recent example of a country 
where the government has spent millions and millions of 
dollars in order to reduce production and has imposed 
restrictions on further production, is the U.S.A. Govern- 
ment, which in their New Deal measures, provided for 
the reduction of acreage of various basic agricultural 
commodities by making compensatory payments to those 
farmers who imdertook to reduce their acreage of such 
commodities. These measures are contained in the Agri- 
cultural Adjustment Act. 

Agricultural Adjustment Act 

The Agricultural Adjustment Act which was passed 
on May 12th, 1933, to relieve the existing emergency by 
increasing agricultural purchasing power is one of the 
most revolutionary measures which has ever been passed 
by any Government, and is one of the most controversial 
measures of the New Deal which has now been declared 
as unconstitutional by the U.S.A. Supreme Court. Before 
we describe the main provision of this Act and examine 
its working and the results achieved by it, it is necessary 
to understand the situation which compelled the 
Administration to pass such a novel measure. 
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We find that the tremendous fall in land values has 
threatened farmers with financial disaster and, in many 
cases, with eventual bankruptcy. It has drastically 
curtailed the equity of the farmer and has led to a heavy 
biurden of debt, and a decrease in the farmer’s power of 
borrowing and purchasing. This crushing burden has 
been heavily felt by farmers, because many of them 
bought their land on a mortgage basis during the period 
of the War, when prices were soaring very high. The 
decline in land values becomes quite clear when we study 
the following figures. 

During the decade 1920 to 1930, the index of real 
estate values for the cotmtry as a whole dropped from 
170 to 115, or 32 per cent, from the peak. During the 
three years, 1930 to 1933, the index dropped from 115 to 
73, a decline of 37 per cent. On an average. United States 
farm real estate values as on 1st March, 1933, were 
approximately one quarter below the pre-war base and 
somewhat more than one-half below 1920 values.^ The 
total value of farm real estate fell from $316,000,000,000 
in 1920 to $130,515,000,000 in March, 1933. 

This average does not adequately represent the 
picture for the country as a whole. The decline in the 
five predominantly agricultural States has been more 
pronoxmced. 

The fall in land values has disturbed the whole 
equilibrium and has been responsible for many of the 
farmers’ troubles. There has been a pronoimced increase 
in the number of changes in farm ownership, as not many 
farmers have been able to meet their obligations, 
which have increased m intensity by reason of the decline 
in land values and the fall of prices. The average turn- 
over of land increased from 19.5 per 1,000 in 1920-29 to 
54.1 per 1,000 in 1932-33. This represents only involuntary 
sales which were due to foreclosures, forced sale, sale in 
bankruptcy, etc. The number of voluntary sales has 
also increased. The increase in both voluntary and 

(1) The Farm Beal Estate Situation — Stouber B. B. Oironlar No. 809 
T7. 8. Deptt. of Agriculture. 



CONTROL OF PRICES 


involuntary sales has been accelerated owing to a great 
decrease in the gross income from farm production. 
During 1932 this income reached the lowest level of 
$35,143,000,000 according to the available statistics.^ This 
was a billion dollars less than in 1908 and half the 1924-29 
average, and 26 per cent, below that of 1931. 

Disparity between the Prices of Agricultural and 
Industrial Products 

Another main cause of the farmers’ discontent is the 
great disparity in the prices of agricultural products and 
industrial products even within the U.SA. as is 
demonstrated from the following figures: — 
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156 

122 

186 

80 

146 

1027 ... 

128 

155 

187 

188 
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01 
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01 

180 
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71 
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68 

08 

08 

04 

06 

68 

80 

65 
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44 

82 

57 

62 

50 

87 

52 

48 

08 
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44 

71 

68 

70 

80 

46 

47 

88 

05 
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1088 ... 

81 
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68 

72 

67 

71 

72 

64 
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The foregoing figures clearly show the disparity 
between the prices paid by the farmer and those received 
by him. In 1910 the prices of farm products and farm 
and household requisites were such that the farmers’ 
dollar was worth 105 cents as compared with the base 
period. We notice a downward trend from 1925 onward 
until we reach the lowest point, and the greatest disparity 
in Jime 1932, when the farmers’ dollar was worth only 
48 cents. The Index Number of wholesale prices of all 
commodities at that date was 93. The factor which has 
accentuated the depression is that retail prices have 

(1) Oiroulur No, 809 pofo 2. op. olt. 
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not declined in the same ratio during the period of 
depression as wholesale prices. In other words the 
costs of marketing of agricultural produce have not 
declined as much as they should. 

The following table proves this. 


Farm value of certain goods as percentages of city retail value, 
March 1929 and 1988.1 


Product 

Retail foods. 

Farm value as per- 
centage of city retail 
Value. 



March 

1029 

March 

1933 



Per cent 

Per cent 

Poultry products (hens 
and eggs) 

Hens and eggs. 

66.0 

50.6 

Dairy products (milk and 
butter-fat). 

Fresh and canned 

butter and cheese. 

milk, 

53.5 

33.8 

Meat animals (cattle, 
hogs, and sheep) 

Beef, pork, and lamb. 53.3 

37.2 

Potatoes and rice 

Potatoes and rice 

41.0 

38.3 

Wheat 

Flour, bread, and 

maca- 23.2 

11.1 


roni 



Average... 


47.6 

30.8 


Decline in the prices of Farm Products 

Farm prices of fourteen major foodstuffs fell by 62% 
from 1929 to February 1933, whereas retail prices of these 
products fell only 43 per cent. These high marketing 
costs act as a serious obstacle in increasing the demand 
for farm products when the income of other classes is 
also declining. While the lower income received by the 
farmers compels them to reduce their expenditure on 
other products it curtails the demand for other products. 
As a result of less demand many factories have to be 
closed, forcing an increasing number of people into idle- 

(1) Economic Bases of Agricultural Adjustment Act, Dept, of Agriculturo. 
TT.S.A. page 23. 
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ness. Factory labourers who find themselves without jobs 
and decreasing incomes are compelled to curtail their 
demand for agricultural products and thus the vicious 
circle is formed. It is a great tragedy that while millions 
of farmers are destroying their produce as they cannot 
find any customers at any remimerative prices (cases are 
not unheard of where a farmer had to pay a net bill for 
excess costs owing to transport and other charges, which 
means that instead of receiving an 3 d;hing he had to pay 
something out of his own pocket for selling his produce 
to the market), millions of labourers are underfed. 

As already pointed out the main cause of this state 
of affairs is that the distribution costs have not decreased 
in any relation to the decline in the prices of farm pro- 
ducts. The following figures may be studied with some 
interest. In March, 1929, the monthly purchases of 14 
food products for an average family had a retail value of 
$25.53. Out of this farmers received $12.14 and the 
distributing and processing agencies $13.39. By March, 
1931, the retail value of the same basket of commodities 
declined by about $5. The farmer’s share was reduced 
by about $4 and the reduction in distributor’s margin was 
only $1. By March, 1933 the retail value of these products 
had fallen by nearly $11 from the 1929 cost. Nearly $8 
came out of the farmer’s share and only about $3 out of 
the distributor’s margin. The farmer’s share was only 30 
per cent, of the total retail value in March 1933, as com- 
pared with nearly 45 per cent, in 1929. Had the decline 
in retail prices been shared equally between the distri- 
butor’s share and the farmer’s share, the farmer’s 
purchasing power at the beginning of 1933 would have 
been about 50 per cent, greater than it was.^ 

The Association of Land Grant Colleges and 
Universities made the following observations on this 
matter in their report: 

“ Certain factors are operating to maintain for some 
time the di^arity between agricultural and 

(1) For details see Economic Basis for Africultural Adjustment Aet, 
page 45. op. cit. 
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non-agricultural prices — a disparity that now 
is greater than at any time since 1875. Among 
these factors are the usual response of agri- 
cultural prices to general deflation, as cost of 
transportation and processing remain relatively 
high and inflexible; the sharp curtailment in 
industrial production, such as tends to sustain 
certain industrial prices and at the same time 
to increase unemployment and to reduce buying 
power; the inability of farming to make such 
a drastic adjustments in output, which creates 
a condition of relative absence of farm pro- 
ducts; the shift in population from cities to 
farms, which reduces consumers demand for 
farm products and adds to the total supply of 
such products and the increased agricultural 
production all round which tends to maintain 
an abundance of agricultural products 
throughout the world relative to the supply of 
other goods. Still another element in the 
United States which affects the long time 
course of demand for farm products, is the 
slowing down in the rate of population growth. 
The restoration of former relations between 
the prices of farm products and non-agricultu- 
ral goods is likely to be slow and protracted 
unless certain fundamental developments are 
hastened.”^ 

It was to hasten these developments that the 
Agricultural Adjustment Act was passed. 

THE MAIN PROVISION OF THE AGRICULTURAL 
ADJUSTMENT ACT 
Purpose of the Act 

The preamble of the Act clearly states its purpose. 
“ An Act to relieve the existing national economic 
emergency by increasing agricultural purchasing power, 
to raise revenues for extraordinary expenses incurred by 

(1) Eeport on the Agricultural aituation. Prooeedlnfa of tho AaaoeU* 
tion of Land Grant Colleges and Universities 1982, page 17. 
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reason of such emergency, to provide emergency relief 
with respect to agricultural indebtedness, to provide for 
the ordinary liquidation of Joint Stock Land Banks and 
for other purposes.” 

The job of relieving agricultural indebtedness and 
the ordinary liquidation of Joint Stock Banks was later 
entrusted to the Farm Credit Administration.^ 
Declaration of Emergency 

It was declared by the Act that the present acute 
economic emergency was in part the consequence of a 
severe and increasing disparity between the prices of 
agricultural and other commodities. And as that disparity 
had largely destroyed the purchasing power of farmers 
for other products, had broken down the ordinary 
exchange of commodities and had seriously impaired 
agricultural assets which supported the structure, it was 
considered expedient that a law should be passed to 
remove these obstacles that were obstructing the healthy 
development of the agricultural industry. 

Policy of the Act 

It was the policy of the Act (Agricultural Adjustment 
Act now defunct, as the Supreme Court had branded it 
as unconstitutional) to establish and maintain such 
balance between production and consumption of agri- 
cultural commodities and such marketing conditions 
thereof as are necessary to re-establish prices to farmers 
at a level that will give agricultural commodities a 
purchasing power in respect of articles that farmers 
buy, equivalent to that purchasing power of agricultural 
commodities in the base period. 

The base period for all agricultural commodities 
(except tobacco) was fixed as the pre-war period of 1909- 
14. In the case of tobacco it was fixed as 1919-1929. The 
equality was to be obtained by the gradual correcting of 
the existing inequalities and the pace was to be quickened 
with due regard to its effects on the consumers. It was 
thought the manipulation would take place in such a way 
that the acreage of agricultural production would be 

(1) For details see my book * 'Agricultural Credit**. Pitman & Sons. 
London* 1986. 
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controlled so that the consumer would not be called upon 
to increase the percentage of his expenditure on farm 
requisites. The farmers were to receive the same pro- 
portion of the consumer’s dollar that they received during 
the base period— 1909-14. 

Commodity Benefits 

It was considered that excessive production of 
agricultimal commodities was depressing their prices. As 
a result of war stimulus to production, the continuation 
of the same mentality, and the replacement of horses by 
machines had brought more than 50 million acres under 
the plough. The United States export of agricultural 
products to foreign countries began to decrease owing to 
increasing restrictions imposed by the foreign countries. 
And owing to emigration prohibition the population of 
the country was not increasing. So under the circum- 
stances it was considered that in order to raise agricultural 
prices it was necessary to decrease the supplies. In order 
to achieve this end provision was made in the Act for 
the reduction in the acreage or reduction in the production 
for market, or both, of basic agricultural commodities, 
through agreements with producers or by other voluntary 
methods, and to provide for rental or benefit payments. 
The money required for such purposes was to be raised 
by imposing processing taxes. These taxes were to serve 
two purposes: (1) to provide funds for the payment of 
benefits to farmers for reducing their production, (2) to 
produce more income from the so controlled commodities 
than would otherwise be received. 

Marketing Agreement Powers 

The Act also made provisions for empowering the 
government to enable the farmers to realise their real 
share of national income. The government was given 
the power to act both as an arbitrator and a partner in 
an agreement amongst the association of producers, 
processors and distributors of farm products. 
Administrative Expenses 

In order to meet the administrative expenses a sum 
of $100,000,000 was sanctioned. 
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Working of the Agricultural Adjustment Act 

Space does not permit the detailed working of this 
Act to be described. The report issued by the Admini- 
stration about the working of this Act is a voluminous 
document of about 400 closely written pages. Here we 
shall take only those commodities in which India is most 
interested. 

Increase in the production of various 
Agricultural Commodities in the U.S.A. 

Wheat. — ^The world war brought about a tremendous 
change in the world production of wheat. The then 
chief wheat producing countries of the world were 
involved in the war and their fields were des- 
troyed by the hostile armies. They were even unable 
to produce enough wheat to feed their own people. 
Consequently the overseas coimtries received a great 
stimulus to increase their wheat production. Rising 
prices and patriotic feeling proved a further spur to 
increase their activities. 

In the United States the war gave a great stimulus 
to agriculture under the slogan “ Food will win the 
War.” The Department of Agriculture with the co- 
operation of the National Council of Defence and of State 
Councils exerted every possible pressure on the farmers 
of the country to increase production. The Food Produc- 
tion Act of 1917 apportioned two and a half million dollars 
to the emergency seed fund, which was later increased 
to six and half million dollars. As already pointed out, 
owing to the combined stimulus of patriotism and 
increasing prices, millions of acres which were previoudy 
grass lands were brought under wheat cultivation. Owing 
to shortage of manual labour, labour-saving devices re- 
ceived increasing attention and revolutionary changes 
were brought about in farm machinery. These vast tech- 
nological changes made it possible to replace the horse by 
the machine. The area that was required to feed these 
farm animals was devoted to producing more wheat. 
While wheat production was increasing the suddenly 
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acquired wealth resulted in people becoming more 
fastidious in their diet. Wheat began to be replaced by 
more expensive substitutes like vegetables, and fruits. 
It is estimated that when the war began the aimual per 
capita consumption of wheat as a human food was 5.6 
bushels per year in the United States. At the close of the 
war this had declined to 4.6 buidiels. 

Another very important factor which resulted in the 
decline of wheat export from the United States was that 
before the Great War the U. S. A. was a debtor country 
and had to export its produce to meet its foreign obliga- 
tions. After the War the U. S. A. became one of the 
biggest creditor coimtries in the world and imder the 
circumstances it no longer needed to make any foreign 
payments. Before the War the U. S. A. owed 
$3,000,000,000 to foreign countries. During the War the 
U. S. A. Government and its nationals began lending 
money on a wholesale scale and at the end of 1919 the 
foreign nations owed $14,000,000,000 to the U. S. A. Instead 
of getting these loans back in the form of commodities, 
it increased its barriers against the import of foreign 
products and insisted on payment in gold. In order to 
facilitate this it started making loans. Owing to their 
short-sightedness American statesmen did not fully 
realise the force of the changed circumstances and 
followed a narrow and selfish policy which brought about 
their ruin in the end. The rapid pace of loan advances 
declined in 1927 and ended with the bursting of the boom 
on the Stock Exchange. The result was a catastrophic 
decline in the prices. When the foreign demand for the 
U. S. A. wheat declined, the farmers began to hoard it 
in the hope that prices would soon rise and they would 
be able to dispose of their hoarded produce at more 
remunerative prices. 

Increase in the Carry-over of Wheat in the World 

In July, 1928, the world carry-over of wheat was 400 
millions df bushels, of which the U. S. A. share was over 
one hundred million bushels. In 1933 the world carry- 
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over increased to about 800 million bushels of which the 
share of the United States alone was 400 mil- 
lion bushels. At the same time when the world 
carry-over of wheat had reached undreamt of 
figures and was depressing prices to the lowest 
possible level, many European coimtries were try- 
ing to encourage wheat production at a tremend- 
ous cost to the tax-payers. The price of wheat in the 
U. S. A. fell from 120 cents per bushel in 1920 to 50 cents 
in 1931-32, while between the same period the price in 
Germany increased from 115 cents to 152 cents and in 
France from 171 cents to 174 cents. 

World Wheat Agreement 

The chaotic conditions of the wheat market and the 
miserable plight of wheat growers in the leading 
exporting countries of the world attracted great attention 
at the World Economic Conference which was held in 
Jime 1933 in London. Before the Conference met preli- 
minary discussions had taken place in Geneva amongst 
the leading wheat exporting countries of the world, i.e., 
Argentine, Australia, Canada, and the U. S. A. Concur- 
rently with the World Economic Conference, the Wheat 
Conference was held, in which both the leading wheat 
exporting and importing countries were represented. The 
efforts of this conference were crowned with some 
success and as a consequence of long negotiations an 
agreement was approved and signed by all the leading 
wheat importing and exporting countries of the world. 

The main provisions of this agreement were that 
the exporting countries should undertake to control their 
production and exports. The Conference fixed the definite 
limit to the export of wheat from these countries for 
the crop of 1934. On the other hand the importing 
countries agreed to do everything that was in their power 
to encourage the consumption of wheat, to reduce their 
import duties and other restrictions as quickly as their 
circumstances admitted. The following table gives the 
export quotas of each country as fixed by the agreement; 
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(Millions of bushels) 

Actual exports. 
Quotas Average Average Average 
1933-34 1934-35 1933-34 1926-29 1930-31 

to to 
1932-33 1932-33 


Argentina 

.. 110^ 

1481 

129 

155 

129 

Australia 

.. 1051 

1501 

128 

123 

148 

Canada ■ 

.. 200 

263 

231 

268 

245 

TJ. S. A. 

.. 47 

90 

68 

110 

89 


For the purposes of this agreement the years 1931-32- 
33 were reckoned as the base period. Canada and the 
U. S. A. undertook to reduce their wheat acreage by 15 
per cent, as compared with the acreage in the base period, 
while Argentina and Australia undertook to reduce 
'exports to an equivalent amount, without increasing their 
total stored wheat 

Reduction of Wheat Acreage in the U.S.A. 

Even before the Wheat Agreement was signed, the 
Agricultural Adjustment Act was passed in May 1933. 
The signing of the Agreement strengthened the hands of 
the Administration and vigorous efforts were made to 
■carry on their programmes of reduction of wheat acreage. 

Features of the Wheat Acreage Reduction Progranune 

The following are the main features of the Wheat 
Acreage reduction programme: 

(1) Compensatory payments to be made to those 
producers who enter into an agreement to reduce their 
wheat acreage. 

(2) 28 cents per bushel were to be paid for the crop 
year 1933-34, on that portion of each producers base 
production corresponding to the proportion of the total 
natural production which was ordinarily consumed in the 
U. S. A. This portion was estimated at 54 per cent. 

9 a 8 e 1933-34 exports fell below the MBigned qaoU the 1984-89 

will be correspondingly increased. 
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(3) The contracting producer agreed to reduce his 
acreage by not exceeding 20% of his three years average 
wheat acreage. 

(4) In order to provide funds for payment to the 
wheat farmers the Act authorised the Administration to 
levy a processing tax on the millers. 

(5) The acreage for production was aUotted to each 
State, county, and the farmer. 

(6) County and district wheat production control 
associations were organised to supervise the work. 
Results Achieved 

The movement to reduce wheat acreage was carried 
on very vigorously and whole-heartedly. As a result out 
of a total of 1,200,000 wheat producers, 550,000 entered 
into agreement to reduce their acreage. The signatories 
represented 77 per cent, of the wheat acreage of the coun- 
try and 11.5 per cent., i.e., 7,595,000 acres were removed 
from ciiltivation and in exchange they received $66,500,000 
as compensatory payments. The following table gives 
fuller information about the achievement of the wheat 
acreage reduction programme.^ 


1. 

Number of wheat growers who 
signed an application for 1933-34 



adjustment contracts 

550,000 

2. 

Total average acreage planted to 
wheat by all United States 
farmers for base years 1930 to 



1932, inclusive 

65,958,000 

3. 

Total average acreage planted to 
wheat by contracting producers 



in base years 1930-32 

50,000, uuU 

4. 

Percentage of indicated total base 
acreage (given in item 2 above) 
signed up under contract (item 3) 



per cent. . . 

7T 

5. 

Estimated acreage that will be taken 
out of production during 1933-34 


(1) Agricultural Adju«tmeut Adminittration Report. U. 
•f Agriculture. May, 1933 to Feby. 1934. page 43. 

ti. 
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season by contracting producers 
(15 per cent, of item 3) 

6. Estimated net receipts from pro- 

cessing tax of 30 cents per bushel 
during 1933-34 marketing year . . 

7. Total benefit payments made to 

contracting producers in 1933-34 
marketing year (28 cents a bushel 
on domestic allotment) 

8. Available from processing tax for 

surplus wheat removal 

9. Bushels of wheat to be purchased 

for export by the Pacific Emer- 
gency Export Association 

10. Carry-over on July 1, 1933, in 

bushels 

11. Probable carry-over July 1, 1934, in 

bushels 

12. Estimated income from 1933-34 

wheat crop, including benefit 
payments 

13. Income from 1932-33 wheat crop . . 

14. Maximum seeded acreage for United 

States under World Wheat 
Agreement 


7,595,000 

$108,000,000 

$ 95,000,000 
$ 8,000,000 

35,000,000 

389.000. 000 

300.000. 000 

$376,000,000 

$169,000,000 

55,859,000 


Cotton. — The cotton acreage planted in the United 
States increased from 29,716,000 acres in 1921 to 45,847,000 
acres between 1921 to 1926. The world production of 
cotton (excluding the U.S.A.) increased from 28,522,000 
acres in 1921-22 to 421,310,000 acres in 1925-26. The in- 
crease in the share of various leading cotton producing 
countries was as follows. During the period stated above, 
India’s acreage increased from 18,451,000 to 28,403,000, 
Russia’s from 296,000 to 1,464,000, Australia’s from 8,700 
to 18,800, Argentina’s from 38,600 to 272,000; and Anglo- 
Egyptian Sudan’s from 1,339,000 to 1,998,000. This 
tremendous increase in the production of cotton continued 
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even after 1925-26. The producers did not realise that 
the time had come to make a halt. The impact of the eco- 
nomic depression made a very serious onslaught on the 
cotton industry and the demand for cotton was seriously 
curtailed. The producers still did not realise the changed 
circumstances and began to hoard cotton. The Cotton 
Stabilisation Corporation helped farmers in carrying 
over their stocks by offering them higher prices than 
those that were prevalent in the markets of the world in 
the hope that thereby they would be able to influence 
the course of world prices. The world carry-over of 
American cotton was less than 5 million bales in 1929-30. 
In 1932-33 it increased to the impressive figure of 13 
million bales. 

The gross farm income of the American farmers from 
cotton and cotton-seed fell from $1,470,000,000 in 1929-30 
to $431,000,000 in 1932-33. This represented a decline in 
gross income per farm family for cotton and cotton-seed 
from about $735 in 1928-29 to $216 in 1932-33. Cotton 
prices received by producers fell from an average of 18 
cents in 1928-29 to 5.7 cents in 1932-33. 

Reduction in the Cotton Acreage in the U. S. A. 

The total number of acres that were under cotton 
cultivation was 49,929,000. In order to improve cottdn 
prices it was desired to reduce this to about 30 million 
acres by giving compensation to those farmers who agreed 
to reduce their acreage. A total payment of $110,000,000 
was paid to 1,026,514 cotton growers who had agreed to 
reduce their acreage. The following detailed table gives 
further information: — 

Salient facts about the Cotton Programme 

1. Number of cotton growers who 

carried out adjustment contracts 

in 1933 . . . . . . 1,026,514 

2. Total number of acres of cotton 

under cultivation in United 
States, July 1, 1933 


40,929,000 



102 


THE STATE AND ECONOMIC LIFE 


3. Total number of acres of cotton 

under cultivation, July 1, 1933, by 
contracting producers 

4. Percentage of total acreage under 

cultivation (item 2) signed up 
under contracts (item 3) in 1933 

per cent . . 

5. Acreage taken out of cotton produc- 

tion in 1933 by contracting 
producers 

6. Total acreage harvested in 1933 . . 

7. Total number of bales of cotton in 

United States, in 1933 . . 

8. Bales of cotton removed from pro- 

duction under contract in 1933 . . 

9. World supply of American Cotton, 

1932- 33 bales .. 

10. World supply of American cotton, 

1933- 34 bales . . 

11. Total of cash rental payments ($7 

to $20 per acre without option; 
$6 to $12 per acre with option) on 
land taken out of production in 
1933 

12. Total available for 4-cents-per- 

pound advances on cotton options 
to 571,969 imder 1933 contracts . . 

13. Total available through Commodity 

Credit Corporation for 10-cents- 
per-poimd loans on unsold cotton. 

14. Estimated receipts from 4.2 cents- 

per-pound processing tax in 1933- 
34 marketing year 

15. Farm value of 1932 crop (seed and 

lint) 


29,893,059 

73 

10.400.000 

30.144.000 

13.177.000 
4,400,000 

26,000,000 

24.800.000 

$112,000,000 

$ 48,000,000 
$250,000,000 

$116,000,000 

$425,488,000 
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16. Farm value of 1933 crop (seed, lint, 

cash rental payments, profits on 

option) . . . . $857,248,000 

17. Per cent, increase of 1933 farm value 

over 1932 farm value per cent. 101.5^ 

Rice. — ^The U. S. A. rice industry has been encouraged 
imder the shelter of tariff walls since the beginning of 
this century. Since the War it has developed so much 
that the U.S.A. has been an exporter of rice. When 
the domestic production increases more than the domestic 
consumption the tariff does not help very much as the 
surplus must be exported and sold at world prices. The 
impact of economic depression severely lowered the price 
of rice. Between 1921-29 the price of rice was $1.10 cents 
per bushel. It fell to 78 cents in 1930, to 48 cents in 1931 
and to 39 cents in 1932. The same folly of hoarding rice 
like cotton and wheat until better prices are obtainable 
resulted in the accumulation of huge stocks. The 
domestic carry-over of rice which was 81,000,000 poimds 
in 1930 increased to 116,000,000 pounds in 1931 and reached 
the high figure of 220,000,000 pounds in 1932. This huge 
stock produced psychological reactions and aggravated 
the decline in prices. The farmers realised their mistake 
and their stock has since been declining. Since the de- 
pression the export trade in rice has declined. Increasing 
restrictions and duties had been imposed on the import of 
rice in many importing quarters. The export of rice from 
the U. S. A. fell from 320,000,000 pounds in 1928-29 to 
128,000,000 poimds in 1932-33. 

The Rice Adjustment Programme 

The system of benefit payments which could be 
operated by levying a processing tax on the milling of 
rice was not chosen for the reason that rice is a 
minor crop and is confined to a comparatively small 
localised area. Moreover the interests of the milling 
industry were prepared to co-operate with the Admini- 
stration and it was thought that marketing agreements ” 


(1) AgricultRr»l Adjustment Act Administration Report, page 19, op. cit. 
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would provide better protection to the farmers than the 
compensatory payments. 

The following are the outstanding provisions of these 
marketing agreements: — 

(1) The miller agrees to pay the minimxun price to 
the farmers for their rough rice, as fixed by the Secretary 
of Agriculture. 

(2) The Secretary of Agriculture in consultation 
with the millers will fix the maximum charge for milling 
rice. 

(3) The millers agree to set aside 10 cents per 
bushel in order to exploit the possibilities of developing 
foreign markets for American rice. 

(4) The organisations of the millers and the 
growers agreed to a plan of production control which 
provided for the allotment of acreage among growers on 
the basis of past production and an advantage in return 
to growers who co-operate in this scheme by giving them 
better prices by the creation of an equalisation pool. 
This equalisation pool works out like this: when growers 
deliver their rice to mills the mills pay a fixed percentage 
of the price to the grower, which has been fixed by the 
Secretary of Agriculture and the balance is paid to a 
grower’s trust fund. In practice 70 per cent, is paid to 
the growers and 30 per cent, is paid into the trust fund. 
Those growers who co-operate in planting their allotted 
share and no more, participate pro rata in the final 
distribution of the trust fund. Growers who have not 
co-operated in this programme receive no payments. 

As a result of this programme the domestic prices of 
rice have risen above the world prices and considerable 
reduction has taken place in rice acreage. But the 
domestic consumer of rice had to bear the burden of this 
increased price. The cumulative burden of increased 
prices of so many commodities has been rather heavy on 
the budgets of ordinary families. As a result of this 
burden they have been compelled to reduce their demand 
for such commodities, which has further accentuated the 
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depiessioii and lias depressed the prices, Thus the elects 
of all these cumbersome measures have been nuled. 
And in spite of aU these price regulation enactments the 
world is si at a far distance from the desired utopia, 
and in my opinion there is deinitelj no hope of the 
world reaching this goal as long as nations Mow their 
own path without paying due regard to the welfare of 
the world as a whole. In the Mowing two chapters we 
M study the case of Germany and the United States, 
where heroic efforts have been made by their Govern- 
ments to achieve economic prosperity, and see what 
lessons India can learn from their experience. 



CHAPTER IV 

THE STATE & ECONOMIC LIFE 
IN GERMANY 

STATE intervention in the economic life of the people 
in Germany reached its climax during the Nazi National 
Socialistic regime. But for a long time Germany has 
never been free from state intervention. Even before 
the war the state was following a policy of intervention 
by tariffs and other means — ^measures which look very 
innocent in comparison with the present drastic state 
control measures which cover production, exchange, 
distribution and even consumption. Before the war the 
government had deliberately encouraged the production 
of cereals in Germany through tariffs, but during the 
food shortage in the Great War it was found that this- 
production in cereals had been encouraged at the expense 
of home supply of meat and other dairy products, the 
need of which was acutely felt during the blockade, 
and Germany had to pay very heavily for this mistaken 
policy of encouraging wheat and other cereals at the 
expense of the dairying industry. After the war many 
attempts were made to rebuild the demolished and 
exhausted industry of agriculture but too great an inter- 
mixture of politics with economics spoiled the whole 
thing. Currency inflation aggravated the situation and 
the final collapse of the mark brought about a complete 
catastrophe. 

Increasing attention was devoted to rebuilding 
agriculture during 1924-32 and scores of laws were passed 
to help the farmer. In the beginning high tariff duties 
were imposed on the import of many agricultural pro- 
ducts, and when this did not achieve the desired end,. 
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attention was diverted to marketing aids, the indirect 
operation of the Government in the market, and planned 
and regulated consiunption. Finally the aim was to 
socialise consumption. In the meantime the condition of 
the farming classes was getting from bad to worse. 

The indebtedness of the farmers was increasing at 
an alarming rate. It increased from 7,300 million Reichs- 
marks in 1925 to 11,765 million R.M. in 1932, and the 
burden of interest increased from 425 million R.M. in 
1925 to 1,005 million R.M. in 1932. The number of forced 
sales of properties increased from 2,554 in number in 1927 
(36713 Hectars) to 6121 in number (151325 Hectars) in 
1932.1 

All this happened in spite of increasing state inter- 
vention. Over thirty laws were passed between 1924-32 
to regulate the prices in order to ameliorate the condition 
of the farmers, which in spite of all these laws continued 
to deteriorate. It is interesting to know that all these 
laws were not passed with the genuine motive of helping 
the farmers but as a measure of political expediency and 
•compromise. Here we reproduce a rather lengthy 
quotation to show this conflict of interests. 

“ One of the new bones of contention for the political 
■arena was the agricultviral price policy, in that it was 
tossed into the arena with its complicating features. 
Government protection through tariff acts, treaties, 
market aids, and finally regulated consumption. Though 
the old producer-consumer confiict of the inflationary 
period between urban and rural groups persisted, 
the government protectionistic measures inaugurated as 
soon as the currency stabilisation and the Versailles 
Treaty commercial restrictions permitted, furnished 
n basis for a new combination of interests. Grain and 
animal commodity producers received tariff protection by 
virtue of aUiance with industry against labour. But this 
■advantage to the grain producers was lost as soon as 
industry sought and found support from laboiu: and to 
.some extent from the small farm ers and animal products 

(1) Holt. J. B,, German Africnltural Policj, pafes 138 and 189. 
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producers in making favourable commercial treaties at 
the expense of the grain producer. A gradual swing of 
the “ mixed ” middle parties when the grain price 
depression set in with full force finally broke the indus- 
try-labour small faimer combination and established grain 
protection by means of regulation of grain consumption 
at the expense of the small farmer and industry.” 

“ In this change of policy national idealogy played an 
important part. The establishment of government 
apparatus for grain price control (grain trade monopolies) 
was made possible as much by a Social Democratic 
idealogy, i.e., either desire to eliminate grain trade 
speculation by government monopoly as by the grain 
producer agitation for the price control at all costs.”^ 

How the Nazi party came into power is partly 
explained by the fact that as the small farmer and 
labourers were left without support from any other 
parties they rallied to the Nazi ranks. 

German Agricultural Policy under the Nazi Regime 

As explained above, the farmer was not attracted in 
the beginning towards Naziism owing to his faith in its 
philosophy, but he joined the Nazi ranks as a protest of 
dissatisfaction against other parties. However, the Nazi 
leaders were not imaware of the real situation and 
they fully realised that it was absolutely necessary to 
win the active support of the farming classes in order to 
carry out their plans successfully. It was with this aim 
that the party appointed its best agrarian leader — Darre 
— ^to preach national socialism amongst the farming popu- 
lation, and he prepared a very attractive programme to 
win the support of this class. We quote below some of 
the s£dient features of the programme in order to show 
its comprehensiveness and to show how the farming 
population was imbued with hatred against the Jews by 
making them believe that it was really the Jewa 
who were responsible for their troubles. Explaining: 
the causes of low prices of agricultural products and 

(1) Holt, J. B. op. cit. page 166 
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especially the small returns received by the farmers, it 
was pointed out in the programme that: 

1. The present tax policy imposes a comparatively 
heavy burden on agriculture as compared with industry. 
The reason given for this ill-treatment of agriculture is 
that this state of affairs has come into existence through 
political party interests and as German democracy 
was run by the Jewish world financial organisation they 
have deliberately brought about the destruction of the 
German people, 

2. The anti-agrarian policy. 

3. The unpermissibly high profits which the whole- 
sellers of agriculture products charge by coming between 
the producers and the consumers, and this business was 
greatly in the hands of the Jews. 

4. The usurious prices which the farmers have to 
pay for commercial fertilisers and electricity, generally 
to Jewish concerns. 

Nazi Remedies 

Before we describe the remedies that were suggested 
by the Nazi leaders to cure the ills of agriculture and tu 
win the support of the farming population it is necessary 
to understand the Nazi ideology, on which their whole 
programme is based. It is the intoxication of this 
ideology which makes a person apparently immune 
from any other dangers and imder its influence he is pre- 
pared to do anything. 

Nazi Ideology 

The following are the two main principles of Nazi 
ideology: — 

“ (1) The folk on racial unit bound by language, 
blood, and cultural heritage, is the most fundamental xmit 
in the social-economic-political evolution of mankind. A 
rupture of its cohesion through class warfare, foreign cul- 
ture influence, or blood mixture, leads to its disintegra- 
tion.” 

” (2) The greatest disintegrity to the German folk 
lies in the materialisation of its standards through the 
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growth of a capitalistic society with its emphasis on the 
individual, its division of Folk into warring classes bound 
to one another by no higher moral ties of mutual obliga- 
tions, and the ascendancy of a capital and interest paying 
mentality and actual economic and political power (claim- 
ed to be predominantly in the hands of Jewish inter- 
national capital lending monopoly) over moral obligations 
to the German Folk and its future.” 

One requires a great deal of concentration of mind to 
comprehend and even after due consideration one hardly 
understands what all this Jingoism means. But these high 
sounding words carried great weight with the simple- 
minded farmers. The basic idea imderlying Darre’s pro- 
gramme (which we shall describe below) was to bring 
home to the farmer that he was really something great 
and noble. 

The Agrarian Policy of the Nazi Party 

Here are some salient features of Nazi propaganda 
which they carried out in 1930 in order to win the fanuT 
ers’ vote. 

1. German soil, taken and defended by the Ger- 

man people provides a living area and the 
means of subsistence for the whole German 
people. So only German folk may be in 
possession of German Soil. (This amounts 
to expropriation of Jewish landlords.) 

2. Land acquired by lawful German folk is re- 

garded as an inherited property. To this 
property, however, is attached the duty of 
using the soil to the good of the whole people. 
Vigilance regarding this obligation is the task 
of Vocational Courts, which are composed of 
representatives of all Vocational divisions of 
the agricultural population. 

3. German soil must not be an object of specula- 

tion and must not be a source of effortless 
income to the owner. In the future only a 
person who cultivates it himself can acquire 
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land. Therefore the State has a pre-emptive 
right in the sale of land and soil. The use 
of land and soil to secure debts to private 
moneylenders is prohibited. 

4. For the use of German soil the owner must 

pay to the State a tax in keeping with the 
quality of the property. No other taxes are 
to be imposed on the agriculturist. 

5. The inherited rights of land and soil are to be 

not be divided into many parcels and no bur- 
adjusted in such a way that the land should 
den of debt imposed on it. 

6. The State reserves the right of expropriation 

at reasonable cost especially of those land- 
holders who according to the judgment of the 
Vocational Courts do not farm the land in a 
fit and proper manner or who no longer serve 
to supply food to the German people. 

7. Land will be given to landless persons who are 

prepared to exploit it in the interest of the 
nation 

This programme was to come into operation as a 
permanent policy when the Nazi party came into power. 
However it would have taken some time to put it inte 
practice, and the paralysis from which the agricultural 
industry was suffering needed some immediate relief 
and in order to win the support of those who were suffer- 
ing, the party offered the following attractive programmer 

Immediate Relief Measures to help the Distressed 
Agriculturists 

(1) In order to offer immediate relief it was suggest- 
ed that a halt should be called to any further rise in agri- 
cultural taxes, and reduction in the farmer’s indebtedness 
was to be achieved at once by reducing the rate of in- 
terest to the pre-war level and to take severe action, 
against usury. It is interesting to point out here that 
during the period of currency crisis and some, years after 
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it the German farmers had to pay exhorbitant rates of 
interest ranging from 18% to 60% per annum to get 
credit and even at these usurious rates it was difficult to 
hnd any accommodation. 

(2) The state was to adjust its economic policy in 
such a way that agricultural work would become remu- 
nerative. Domestic production was to be protected by 
import duties, government regulation of imports, and 
consciously planned national education. The price for- 
mation of agricultural products was to be withdrawn from 
the speculating influences of the produce exchanges and 
the exploitation of farmers by wholesalers and distri- 
butors was to be made impossible by suitable state action, 
and the carrying out of the wholesale business by the 
farmers co-operative organisation was to be encouraged. 
The Vocational Organisations were to And out ways and 
means to reduce the cost of production and to increase 
the total output. 

(3) The interests of the general labourers were to 
be specially safeguarded. 

(4) The cultural side of farm life was to be deve- 
loped by means of vocational education for youths by 
opening clubs, and by other similar methods. 

The Nazi Agrarian Policy in Practice 

When the Nazis came into power in 1933, they did not 
take long to put into practice some of the important as- 
pects of their agrarian policy. In order to imderstand 
the full significance of the Nazi policy, it is essential to 
bear in mind that in their scheme of things the interest 
of the community must be placed above all other interests, 
,and every possible piece of propaganda was carried out 
to bring home to the farmer that he was something great 
.and noble — a regenerator of the community — and far 
.above ordinary men. 

In the first speech that Darre made after the coming 
into power of his party he declared: “By being able to 
ttake firm root in his inherited soil, the yeoman should 
.be enabled once more to become the instrument of the 
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racial regeneration of the German people”. In Nazi 
Germany all economic activities are carried on in the 
interest of the community as a whole and all private 
economic and commercial interests must be subordinated 
to the interest of the state. This is clear from one of 
the early speeches of the Nazi leader. “All activities 
will be governed by the law that the nation does not live 
for the benefit of the economic system, nor the economic 
system exist for the benefit of capital, but capital serves 
the economic system and the economic system the State.” 
The farmer appears very prominently in the Nazi pro- 
gramme as it is with the yeoman class that they want to 
build a bulwark against the invasion of co mmun ism 
and make Germany a self-sufficient nation. A further 
feature of the Nazi policy is “the speeding up of old, 
and the creation of new plans for the organisation of 
all economic resources within Germany in such a way 
as to render the country as independent of foreign sup- 
plies as possible with a view to guaranteeing the basis of 
existence for the nation under any circiunstances. It 
is contended that the failure of the farmer will lead to 
the collapse of German economy and also spell disaster 
to the whole German nation. Not only is the farmer 
regarded as the prime source of food supply, but in 
addition, as a political bulwark against communism and 
an important factor in helping to maintain the high birth 
rate.”^ 

It is clear from the above quotation why the farmer 
has become the centre of Nazi activities. 

The Inherited Free-held Act 

The most revolutionary thing that was done by the 
Nazi party when it came into power was the passing 
of the Inherited Free-hold Act. The most important 
feature of this Act is that it has prohibited the sale 
of real estate farms. This means that no security has 
been left for advancing long term loans. The Roman 
Law which gives absolute power to the holders of the 

(1) Rawlins, E. C. Donaldson, C.M.Q., O.B.K., Economic Conditions in 
Germany, 1936, H.M.S.O. (London) 
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properties was ridiculed by Darre as it perpetuates the 
evils of private ownership and land speculation and en- 
courages indebtedness of the proprietors, which even- 
tually deprives them of their ownership of land. The 
Nazi party defends this act on the ground that by pro- 
hibiting tile sale of farm land, they have made it im- 
possible for the farmers to run into debt to the private 
moneylenders who had been sucking the blood of German 
peasantry, and also they have made it possible for the 
farmers to inherit their ancestral land without any en-^ 
cumbrance or obligations. The obligations that are im- 
posed on the farmers now are due to their privileged 
position as the food producers and the race generators 
of the nation. Now a German farmer cannot marry a 
girl that he loves if she does not belong to the Aryan 
race. Marriage is no longer considered as a personal 
and private affair. As a regenerator of the German race 
the farmer must accept these obligations. It is surprising 
that a thing like marriage, which is partnership for life 
and requires mutual harmony and love, is made a matter- 
of-fact thing. Cases are not unknown where persons 
have been sent to jail for marrying in the prohibited 
circle. The idea of the Nazi party is to create a new 
type of nobility — the yeomen nobility — in contrast to the 
landed aristocracy which existed in the previous century. 
“ The new nobility expression carries with it the idea that 
this part of the farm population will be the back-bone of 
the national political morale, just as formerly the landed 
nobility secure on their Fideikommiss entail estates were 
the back-bone of the monarchial state.”^ 

No borrowing is allowed on the security of these free- 
holds. The free-hold cannot be removed from the family 
possession except by the order or the approval of the 
State. As regards inheritance, it is governed by the law of 
primogeniture and if the inheriting son proves to be a bad 
farmer, the free-hold goes to the next in line of inheri- 
tance. This policy has resulted in the cessation of money^ 
lending on the security of land. In order to fill 

(1) Holt, J. B. op. cit. page 206. 


THE STATE 8e ECONOMIC LIFE IN GERMANY 115 

this gap the state had to step in and had to provide 
drainage and other facilities to improve the soil. In the 
absence of any security for long term credit, personal 
credit plays a more important part, and this field has been 
left to the co-operative societies. 

Organisation of Marketing 

In order to organise agricultime on the national cor- 
poration basis, the following law was passed in Septem- 
ber, 1933. It is called “The Act Concerning the Provi- 
sional Organisation of the National Corporation of Agri- 
culture and Concerning Measures for Regulating the 
Market and Prices of Agricultural Produce.” This is the 
cardinal centre of the national socialistic laws concerning 
agriculture, as it is this frame work within which all 
the agrarian laws are built. This act empowers the state 
to regulate the marketing of agricultural produce prices, 
for the guaranteeing of a minimum price to the producer 
of wheat and rye, and also fixes the prices at which the 
mill owners are compelled to buy these products from the 
farmers. In later years it became the policy of the Nazi 
government to fix prices for all sorts of agricultural pro- 
ducts. The explanation offered for this increasing inter- 
vention by the state was that owing to their peculiarly 
privileged position — service to the people as food pro- 
ducers, and regenerators of the new German nation— 
iarmers were entitled to special consideration. We take 
the liberty of reproducing another quotation to show the 
Nazi explanation for adopting this policy. 

“ Since in the free play of liberalistic commodity ex- 
change relationship, a just equalisation between farm 
produce and industrial products could not take place, 
or in other words the price scissors which had been open- 
ed to the disadvantage of agriculture could not be closed, 
the laws of the liberal economy had to be eradicated from 
the economic system. Where the liberal mechanism of 
the market failed, an order had to be instituted which in- 
sured a just price for the farmer’s products and which 
thereby excluded from the world the dangerous factors 
of the price scissors.” In plain English it boils down to 
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this, that the free forces of supply and demand no longer 
operate in the German agricultural market and the prices 
are no longer determined by these forces but by the 
executive flat which is officially called “ ‘the rationalisa- 
tion of the marketing organisation in the most efficient 
manner.” 

The first step towards this rationalisation was taken 
by other political parties before the Nazi party came into 
power. This was the setting up of The Reich Corn Mono- 
poly in 1930 which provided that all corn must enter the 
market only through the monopolistic organisation which 
levied a tax on the sale of corn which was borne by the 
consumers at home. Under the Nazi regime in the first 
half of 1933, oil-seeds and fats were also brought under 
the monopolistic control of the government, but these 
“comparatively mild” measures of state intervention 
did not achieve the desired end and it became necessary 
to pass some more drastic laws. This was done by pass- 
ing The Guaranteeing of Grain Prices Act, and The Con- 
solidation of Grain Mills Laws in September 1933, which 
provide for the complete control of agricultural prices. 
The Nazi idea is that commerce and industry safeguard 
their interest by combination and cartels, but the farmers 
are denied these facilities owing to the inherent nature 
of the agricultural industry. That is why the state wants 
to help the farmers in their helplessness. In this con- 
nection Darre remarked “Furthermore we must make it 
clear to ourselves that the farmer is no longer an entre- 
preneur in the ordinary sense of the term. The food pro- 
ducer cannot and should not take part in the game of 
price making. He must not be thrown upon the dangers 
connected with this game, because his function for the 
nation is extremely important. We need the farmer, as 
a source of new blood for the German people and we 
need him also as the food provider for the German 
people.” 

It is. clear from the above quotation and many other 
utterances which we have already quoted, that the Nazi 
Government is not concerned as much for the farmers^ 
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welfare and with providing them with good returns for 
their labours by way of higher prices, as was originally 
advocated, but is more concerned in increasing the food 
production for the German people and with increasing the 
population of the country. In other words farmers are 
to be only food-and children-producing machines in order 
to satisfy the egoistic notions of this self-conscious state. 
This idea was put into practice by passing the “ Act for 
Regulating the Grain Business,” in June 1934. The im- 
mediate cause which led to the passing of this Act was 
the summer drought of 1934. 

Regulation of Grain Business 

The following are the main provisions of the Act for 
Regulation of Grain Business: — 

(1) Growers of domestic wheat or rye are com- 

pelled to deliver their produce at fixed prices. 

(2) Co-operative dealers or other distributors are 

required to buy it at fixed prices. 

(3) Mill owners and other processors of these pro- 

ducts are required to acquire and sell them 

at the prices fixed by the State. 

These prices were fixed by the Minister of Agricul- 
ture. Farmers suffered considerable losses owing to this 
executive fiat but they were told that they must be pre- 
pared to suffer losses for the sake of their community. 
Multiplicity of Laws in Germany 

It is not an easy task to give any comprehensive idea 
regarding all the laws that have been passed in Germany 
during the last two years which directly or indirectly 
affect the economic life of the people and provide in- 
creasing control of the State in one direction or the other. 
During the year 1934 alone a total of 202 laws and 436 
decrees was issued which covered all aspects of life and 
business. To this 150 laws and over 700 decrees were 
added in 1935 and considerable further addition has taken 
place during the present year (1936). 

It is a most formidable task to give a full description 
of all these measures, but in order to show the part which 
the state plays in controlling the economic lives of the 
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people we give here below in brief the description of 
various types of laws that have been passed in the recent 
years: — 

(1) Law for Regulating National Labour. This law 
was passed in January, 1934 and is considered as the 
Magna Carta of National Socialistic German Labour 
The following are the main provisions of this law: — 

(a) In each firm, the owner of the firm as the 

leader and the salaried and wage earning 
employees as his followers, should work 
together for the purpose of the further- 
ance of the firm and for the benefit of the 
nation and the state in general. 

(b) The leader of the firm shall make decisions 

for his followers in all matters affecting the 
firm in so far as they are governed by this 
Act. He shall provide for the welfare of 
his followers while the latter shall be loyal 
to him as fellow members of the works 
community. 

It may be pointed out here that in accordance with 
the fascist idea, strikes and lock-outs are prohibited, and 
are pimishable offences. The labourers, along with other 
classes of the nation, are expected to make sacrifices for 
the national cause. Owing to the vigorous pursuit of the 
policy of self-sufficiency, the cost of living in Germany has 
considerably increased during recent years but the wages 
paid to labourers have fallen. The prices of all 
important food products are several times higher in 
Germany than the world prices, but in spite of the in- 
creased cost of living, the German labourers were 
forced to be content with their lot in the interest of the 
nation. We reproduce a table below to show the differ- 
ence between the prices of important commodities in 
Germany and the world prices. 

Germany Wholesale World Wholesale Prices 
Prices (in Swiss Gold Francs) 
Wheat 211.5 72.4 (London) 

187.0 S8.S (Posen) 

Bariey .. 199.1 50.7 (London) 
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Germany Wholesale World Wholesale Prices- 


Rapeseed 

prices 

320.0 

(In Swiss Gold Francs) 

157.2 (London) 

Flax-seed 

260.0 

148.2 (London) 

Wool 

6,580.0 

1,441.2 (London) 

Pork 

1,420.0 

922.1 (Copenhagen)' 

Sugar 

406.8 

104.8 (London) 

Butter 

2,540.0 

1,206.4 (Copentu^en) 

Eggs 

10.0* 

•Per himdred. 

7.1 (Copenhagen) 


The above table hardly requires any comment.^ The 
German prices of several products are many hundred 
times higher than the world prices. And owing to this; 
heavy cost of living the cost of production in Germany 
has considerably increased and has very seriously dimi- 
nished the ability of German exporters to compete in the 
markets of the world. We shall deal with this aspect in 
a later section. 

Eleven of the most important food products are con- 
trolled by the Central Marketing Boards and the prices 
of these products are determined irrespective of the world 
prices. 

(2) Domestic Labour Law 

This law was amended to guarantee adequate wages 
to domestic labourers. 

The following two laws were passed to safeguard the 
interest of the lower middle classes. 

(3) Law for the Protection of Handicrafts 

This law was passed early in 1935 and provides that 
a person desirous of doing handicraft business must prove 
that he possesses adequate skill in that industry and is 
competent enough to carry on with this business. The 
idea underlying this law is to eliminate inefficient workers 
and to avoid the multiplicity of works which depress the 
industry. 

(4) Law for the Protection of Retail Trade 

This law was passed along with the Law for the Pro- 
tection of Handicrafts, and the Regulations under this law 
provide for the licensing of all new shops. In practice 
no licence is granted imless i t is shown that the applicant . 

(1) Rawlins, E. C. Donaldson, op cit. page 137. 
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is competent and a shop of that particular type is required 
in that area. It also affords protection to the existing 
shopkeepers from unfair competition. Departmental and 
multiple stores are discouraged in Germany and every 
possible help is given to the owners of small shops. 

(5) Law Concerning Commercial Propi^anda 

This law was passed in September, 1933 and provides 
that all advertisements, as well as the holding of fairs and 
exhibitions should be controlled by the Propaganda Coim- 
cil of Germany and their approval must be obtained be- 
fore any advertisement is published. This Council levies 
a fee on the income received from the advertisements. 
Fairs and other shows are strictly controlled. This law 
also acts as a check against fraudulent advertisement and 
provides for an advisory board to give scientific advice 
and other necessary help to advertisers of good and 
genuine articles. 

(6) Laws Relating to Agriculture 

The various important laws that relate to agriculture 
have already been mentioned in the previous pages. 

Decree establishing the Department for Planning 
National Territory 

This decree was made in June, 1935, and its aim is to 
prevent any overflow of population from the country-side 
to the towns. Various facilities and amenities are provi- 
ded to the country laboimers in order to encourage them 
to stay in the coimtry. Regulations made under this 
decree also deal with the location of certain industries, 
the uniform planning of settlements, roads, buildings, etc. 

(7) Law for the Promotion of Power Supply 

This law was passed in December, 1935 and provides 
for the securing of efficient and cheap supply of electric 
power and gas for the German people both in time of 
peace and war. 

(8) Laws effecting Transport, Road Building, and Motor 

Traffic 

Various laws and decrees have been passed dealing 
with the subject and the main purpose of these laws is to 
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avoid the ruinous competition between various branches 
of transport. In order to encourage the development 
of the automobile industry, a law was passed to exempt, 
the users of private cars from all motor taxes. 

(9) Banking Law 

This law is the outcome of the recommendations made 
by the Banking Enquiry Committee’s Report, which was 
published at the end of 1934. This Law provides for the 
supervision of banks by a board under the Reichsbank. 
It authorises the board to make regulations regarding the 
investment and liquidity of Credit Institutions. It may 
be mentioned here that the committee reported against 
the nationalisation of banks and suggested only state 
supervision. Regulations have been issued by the- 
board to prohibit the issue of cheques on Savings 
Accounts and for keeping the accounts and investments 
of Savings Banks separately from other accovmts and 
investments. Increasing privileges have been given to 
the Reichsbank to demand detailed information regarding 
the affairs of banks. 

The Economic Effects of State Intervention in Germany 

The task of the economist in estimating the economic 
effects of these multifarious regulations which touch 
every aspect of life and work in Germany, and pronoun- 
cing his judgment, is at once very easy and verjr 
difficult. It sounds contradictory, but all the same it is 
true. It is easy because the Nazi leaders are bold and 
honest enough to declare frankly that it is not eco- 
nomic considerations which weigh heavily with them, 
and no attempts have been made either to dupe their own 
nationals or other nations about the economic soimdness. 
of their doctrines. On the contrary it has been repeatedly 
proclaimed that the German people must be prepared to 
sacrifice not only the luxuries and comforts of life but 
even many necessaries in order to secure national soli- 
darity. When people have been faced with shortages of 
many necessaries of life and prices of other similar com- 
modities have soared to high levels without any appre- 
ciable rise in their wages they have been told to bear this 
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burden with smiling faces, as the sacrifice will result in 
making the German nation immime from foreign dangers, 
especially that of communism. 

Speaking at a recent meeting Herr Rodolf Hess, Hit< 
ler’s Deputy remarked “ Let no one think that if the eco- 
nomic war against the nation failed, Germany would be 
overpowered by force of arms — ^by an invasion of Russian 
militarism. We have made provision. We are ready now 
and in the future to manage with less fat, less pork, and 
fewer eggs, because we know that this small sacrifice is 
a sacrifice on the altar of oiu- national freedom.” Address- 
ing the German housewife, he further remarked “ Every 
new gun, every new tank, and every new aeroplane, in- 
creases the security of the German mother — ^guarantees 
that her children will not be murdered in an unhappy 
war, nor assassinated by Bolshevist gangs. We are taking 
good care that the desire to attack us should vanish en- 
tirely. You, my German housewives, influence the mood 
of your husbands, the nation’s mood depends a great deal 
upon you. A good housewife does not mourn because 
.she cannot obtain a quarter of a pound of pork.”^ 

The wonder of all wonders is that the German house- 
wife (from all available records) is willingly prepared to 
make these sacrifices. In a case like this an economist 
has no quarrel, and his task is easy, because the investi- 
gation falls outside his province. However, when it is 
-claimed that the economic advantages of this policy have 
been very great, the task of an economist becomes rather 
formidable. 

Everything that is happening in Germany is covered 
with mystery. There is great lack of any information on 
which to base one’s conclusions. During the last two 
years even no detailed account of the budget has been 
published. 'The statistical data manufactured by the State 
Agencies can hardly be relied upon as a basis for 
.scientific enquiry owing to lack of any independent check 
of this data. Ilie matter has been further complicated 
by the multiplicity of various grades of currency in the 

(1) Reported in the Times of IndU, Bomba 7 , dated 26'10-86. 
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country and various rates of foreign exchanges for the 
same unit of currency. The Reichsmark does not always 
mean the same thing in all transactions. The value of 
the Mark depends upon the nature of the transaction. 
Although Germany is still nominally on the gold stan- 
dard, in practice she is far from it. There are more than 
13 different Reichsmarks which enter into German 
accoimts, and owing to this cumbersome multiplicity of 
currency imits it is almost impossible to attach any value 
to German statistics. 

The Economic Impact of German Policy 

In addition to the unrealibility of German statis- 
tics, the reader is balSed by the multiplicity of laws which 
have come into existence in Germany in the recent years 
and he naturally asks what is the net result of this 
policy and what lesson it affords? We shall attempt 
below to outline the achievements of this increasing 
state intervention and shall try to find out what lesson 
it offers to countries like India or what are the possi- 
bilities — a question which is of more direct and vital 
importance to India — of developing better trade relations 
with these state-ridden European countries, and how far 
we can increase our trade by means of bi-lateral treaties 
or other such arrangements. 

Rise in Agricultural Prices 

The Nazi policy has been very successful — perhaps 
more successful than they want now — in increasing the 
prices of agricultural products.^ Between 1933 and 
1935 the price level of agricultural products rose by 40%. 
The Index Number for the price of wholesale agricul- 
tural products rose from 80.8 in January, 1933 to 108.8 
in February 1936. The agricultural policy which the 
government adopted when it came into power has bene- 
fited the large scale producers more than the small farmer,, 
as the large farmers were able to take immediate advan- 
tage of their surplus production while a small farmer 
had to consume a good deal of his production at the farm 
and had little to sell from which he could derive the- 

(1) For details tee Rawlins, op. cit. chapter III. 
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benefit of rising prices; while he had to pay more for his 
needs when he had to buy them from the market. As a 
result of this policy German production increased in 
various directions and achieved self-sufficiency in many 
important products. The policy of autarky (it expresses 
the meaning more precisely than the English phrase 
economic self-sufficiency) has been pushed to its utmost 
extreme without any consideration of cost. As a matter 
of fact there is not a single important item in the import 
list which is not attacked and efforts are made 
to decrease the imports of those products by 
developing production at home irrespective of the cost of 
production. The efforts made by German authorities to 
produce many important commodities by synthetic means 
has increased the cost of production of those commodities 
several hundred-fold. This phase of autarky will 
be described in another section. Here we shall give figures 
to show the amount of self-sufficiency reached during 
1934. 

Ratio of Domestic Production to Total Supplies by 
Percentages’^ 

Per cent. 

100-90 . . Coal, bread grains, vegetables, meat 

potatoes, sugar, oats, barley. 

90-70 . . Rayon, timber, casings, bristles, casein, 

eggs, honey, fruit, milk products, wine. 

50 . . Hides and skins, fish. 

50-30 . . Non-ferrous ores, motor fuel, fats in 

general, nuts, feathers. 

30-20 . . Iron ore, tobacco. 

20-10 .. Flax, tanning material. 

10-5 .. Textile raw materials in general, wool. 

4-1 . . Oil seeds, oil cake and vegetable oils. 

Less than 1 Cotton, hemp. Jute, silk, rubber, resins, 

per cent. . . shellac, etc. 

But this partial autarky in many important products 
has not been reached without any sacrifices. Germany has 
had to pay a very heavy price indeed to achieve this end. 


(1) Rawlins, op. cit. pa^e 71. 
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We have already given a table on page 169 showing the 
difference between the prices in the German market and 
the world wholesale prices. The net achievements of this 
policy are described in the extract reproduced below by 
an impartial student of German Economics and has been 
■quoted by Rawlins. 

“ From a commercial point of view — ^that is, regarding 
the country as a business concern among others in a world 
economy — is not Germany living on her capital? Has not 
the business boom based on work creation, rearmament 
and autarky been organised and it is not being main- 
tained, at the cost of increasing her economic isolation 
from the rest of the world? Is not this policy causing 
progressive improvement and is it not already pressing 
hard on both the standard of living and export trade?” 

Production of Synthetic Products 

In spite of the heavy cost of production, desperate 
efforts are made in Germany to encourage the production 
of synthetic products in order to achieve autarky. 

Motor Fuel 

Motor fuel is an important basic commodity for any 
nation which wants to supply its own needs from within 
its own borders. Unfortunately for Germany there are 
few natural oil springs in the country from which a 
supply of this commodity could be obtained. But this 
absence does not discourage the enthusiastic advocates 
of autarky. On the contrary, increasing attention is 
devoted to the supply of this important item of warfare 
and industrial necessity, and tremendous efforts are 
made to encourage the synthetic production of petrol, 
benzol, and alcohol. The domestic production of petrol 
increased from 250,000 tons in 1934 to 365,000 tons in 
1935. It is hoped to increase this production to about 

600.000 tons by the end of 1936. The domestic produc- 
tion of benzol increased from 280,000 tons in 1934 to 

380.000 tons in 1935. It was hoped to increase this to 
over 420,000 tons by the end of 1936. The production 
of domestic alcohol increased from 170,000 tons in 1934 
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to 180,000 tons in 1935, and it was hoped to raise it ta 
200,000 tons by the end of 1936. 

Vigorous researches are being carried out in Ger- 
many to increase the synthetic production of rubber. The 
example of other products can be easily multiplied. India 
is particularly interested in the export of hides and skins: 
to Germany but we must warn our exporters that there 
is little chance of any increase of our exports in this 
direction to Germany, or as a matter of fact even in our 
maintaining the status quo, for every possible effort is 
being made in Germany to make the coimtry indepen- 
dent of foreign leather supplies. Domestic production of 
leather at the present moment supplies 50% of German 
needs, and efforts are being made to. produce more 
leather by increasing the number of cattle and by 
encouraging substitutes for leather. 

GERMAN TRADE POLICY 

Import Trade 

Free economic forces no longer play any important 
part in the trade policy of Nazi Germany. The import 
trade is very rigidly controlled by the state, which has 
created 27 centralised control boards, the prepondering 
majority of which have their offices in Berlin. Each 
board controls the import of those commodities which 
are specially allotted to it. For every import an Import 
Certificate has to be obtained from the respective Control 
Board which only grants it if it is considered that the 
import is necessary for the welfare of the country, and 
enough foreign exchange is available for its purchase. 
The object of this plan is to discourage unnecessary 
imports and to safeguard the balance of payments. One 
need not dwell here on the great hardship which this 
highly centralised and rigidly state-controlled system 
has imposed on German importers. 

Owing to the presume of this policy, the imports of 
various commodities in which India is particularly inte- 
rested has considerably declined in Germany. The 
import of wheat decreased from 71.8 million R.M. in 1935 
to 14.7 million R.M. in 1935. 
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Decline in the Import of Wool and other Products 

Between 1934 and 1935 the import of raw wool 
decreased from 322 million R.M. to 248 million R.M. Skins 
for furs decreased from 53.5 to 46.5 million R.M. and 
oil-seeds and fruits from 290 million R.M. to 155 million 
R.M. 

Decline in the Import of Cotton. 

The import of cotton decreased from 393 million R.M. 
in 1933 to 223 million in 1934, but again rose to 293 million 
R.M. in 1935. 

The causes of this increase are not only interesting 
but also throw a good deal of light on the German trade 
policy. Therefore we shall describe it in some little 
detail. The German Cotton import trade has taken a 
new turn since the policy of bi-lateral trade agreements 
has come into force. The group of countries which was 
previously supplying cotton to Germany has suffered a 
great decline in their export of cotton while a new group 
of countries which has entered into bi-lateral agreements 
with Germany has gained a good deal. These changes 
were necessitated owing to diversity of international 
trade and because of foreign exchange restrictions. In 
1933 three-fourths of German imports of cotton were 
supplied by the U. S .A. In 1935, the U. S. A.’s share was 
reduced to bear one-fourth. In 1935, Brazil, Argentina, 
and Peru supplied Germany with 40% of her cotton needs, 
although 2 years before their share was only negligible. 
Before we explain the cause of this diversity we shall 
give a table to show the change which has taken place 
in the import of cotton in Germany from various coun- 
tries, and a decline in the share of the older group and 
u considerable increase in the share of the new group. 

German Cotton Imports 



(In R. 

M. mllhon) 


1933 

1934 1933 

Total imports in value . . 

293 

231 293 


1933 

1934 1935 


(In metric tons) 

Total imports in bulk . . 

4i6,600 

316,900 310,000 



128 


THE STATE AND ECONOMIC LIFE 


1933 1934 1935 

(In metric tons) 

From old supplying countries — 

U. S. A. 313,100 189,800 74,900 

India . . 35,700 34,800 27,900 

Egypt . . 39,000 44,200 39,300 

From new supplying coimtries — 

Brazil . . — 8,300 27,900 

Peru . . 9,700 11,300 25,200 

Argentina . . 5,300 5,600 14,400 

Turkey . . 600 5,700 15,200 

It is interesting to note from this table that in 1935^ 
Germany paid the same amoimt of money for 310,000 
metric tons of cotton as she paid for 416,600 metric tons 
in 1933. It means that by paying the same amount she 
got 25% less cotton in 1935 than in 1933. This is the 
price which she had to pay for her clearing agreement 
system and state intervention. As already stated Ger- 
man import policy is not dictated by economic conside- 
rations but by contingencies of exchange. In the ordinary 
course the German balance of trade with the U. S. A. is 
passive. She has to pay America in gold, which is far 
from being in excess in Germany and consequently it 
became necessary for her to look for other avenues. 
Germany exported more to South American countries 
a few years ago than she imported from them. In order to- 
increase her import and export trade she entered into 
clearing agreements with a group of South American 
countries as she could not receive the surplus of her 
exports in gold owing to exchange restrictions in the 
South American countries. The only avenue that was 
left to Germany was to increase her import of raw mate- 
rials from these coimtries. 

It is generally presumed in India that the Indian 
export trade has suffered in the German market owing 
to the Ottawa Agreement. Whatever may have been the 
other repercussions of the Ottawa Agreement, this much 
is clear from the statistics available, that the Ottawa 


(1) Rawlics, op. cit. page 160. 
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Agreement had nothing to do with the decrease of our 
exports to Germany. The imports from India into Ger> 
many decreased from 153.9 million R.M. in 1933 to 121.3 
million R.M. in 1935. We are not the only country to 
suffer. The U. S. A. which had no Ottawa Agreement 
suffered more than us. The total imports from the U. S. A. 
into Germany decreased from 482.8 million R.M. in 1933 
to 240.7 million R.M. in 1935. Taking other Empire 
countries the total imports from Australia decreased from 
105 million R.M. in 1934 to 35 million R.M. in 1935. The 
imports from New Zealand declined from 35.6 million 
R.M. in 1934 to 4.3 million R.M. in 1935. Canada, which 
provided wheat to Germany, foimd that its exports of 
wheat to Germany declined from 55i million R.M. in 1933 
to 37i million in 1934 and disappeared altogether in 1935. 

German Export Trade 

The figures of German export trade are very inte- 
resting to the economic student as they clearly show the 
relationship between economic forces and state interven- 
tion, and the price which the Interventionist must pay 
for tampering with economic forces. Almost all stu- 
dents agree on this point that the blackest year of 
depression was 1932 and prices touched bottom that year. 
Afterwards the trend of the cycle began to change, and 
prices slowly began to rise. But in Germany we find 
that although the quantity of the goods exported in 1935 
increased as compared with 1933, the prices received by 
Grerman importers were less in 1935 for these increased 
goods than the prices for the smaller quantity, which they 
exported in 1933. The following figures may be studied 
with interest. 



Total German Exports 



Million R.M. 

Metric Tons. 

1933 

4,871,405 

41,831,624 

1934 

4,166,878 

45,217,759 

1935 

4,269,667 

50,137,310 


These figures do not reveal the whole situation in its 
perspective. The decline in some exports for example, 
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foodstuffs and raw material, was deliberately encouraged 
by the state under the items, (1) live-stock (2) food- 
stuffs and beverages (3) raw materials and semi-manu- 
factured goods, there was a considerable decline which 
was compensated for by a tremendous increase in the 
export of manufactured goods, to encourage which the 
government took every possible step. But we find from 
the table given below that in spite of considerable in- 
crease in the amount of commodities exported, there was 
a decline in the price received for them. The causes of 
this decline are many, the principal ones being (1) 
subsidised dumping (2) desire to capture new markets 
(3) political considerations. 

Export of German Manufactured Goods 

Tons R.M. Million. 

1933 . . . . 4,214,101 3,787 

1934 . . . . 4,528,180 3,255 

1935 . . . . 5,557,668 3,418 

Export Subsidies 

It has been repeatedly pointed out in the previous 
pages that owing to the increasing intervention of the 
state in the economic life of the country, and severe res- 
trictions which have been imposed on trade relations — and 
owing to scores of other laws which were enacted during 
recent years, the cost of production increased tremen- 
dously. It has been also pointed out that the increased 
cost of production has seriously affected the ability of 
the German exporters to compete in the markets of the 
world. Under these circumstances one would naturally 
expect a far greater decline in the export of German 
products to other coxmtries, and when the reader is told 
that the decline has not been as serious as it should have 
been, he naturally asks why not? What were the other 
factors which checked the decline in the German export 
trade? The simple and brief answer to this is that heavy 
subsidies have been paid to the German exporters to 
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maintain their positions in the export markets. It is 
estimated that during the year 1935 over one milliard 
R.M. were spent on these subsidies. 

Subsidy Schemes for Exports 

Another natural question which the reader will ask 
is what is the source of these large subsidies and from 
where does the money come to pay such a large sum to the 
exporters? There are many sources which the German 
State is tapping to get this money, and some of them 
are very interesting and ingenious. In 1933-34 the main 
source of income for the payment of these subsidies was 
the sum of money which had accumulated in Germany 
owing to exchange restrictions which strictly regulated 
the payment of principal to foreigners on the accounts 
kept in German Banks and later a complete moratorium 
was granted. The natural result of these measures was 
that the value of these accounts depreciated to a very 
considerable extent as the holders of these accounts were 
not able to withdraw this money from Germany. Con- 
sequently they were prepared to receive anything in ex- 
change of these accounts that they could possibly get. 
The nominal value of these accounts remained practically 
the same in Germany. Therefore the state encouraged 
the German nationals who had to receive payments from 
foreigners to purchase these accounts. The profits which 
the German nationals derived from these transactions 
had to be shared with the state, which used them for 
subsidising German exporters. 

The rigid exchange regulations which the Nazi party 
enfored when it came into power resulted in great 
depreciation of German securities held abroad. A con- 
siderable amoimt of money was invested in these secu- 
rities by foreigners who to their dismay found them 
valueless for all practical purposes, owing to exchange 
restrictions. However the prices of these securities re- 
mained nominally unchanged within the German borders, 
and the state again encouraged its nationals who could 
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command some funds abroad, to purchase them and then 
to repatriate them. The profits arising out of these 
transactions had to be shared with the state and this 
was the main source from which the export subsidies 
were paid. The German Moratorium Law of June, 1933, 
which provided that all debts due by German nationals 
to foreigners were to be paid in R.M. in Germany and then 
made available to foreigners in part cash but mainly 
in scrip certificates, further helped the State in collect- 
ing large sums of money, as these scrip certificates had 
little market outside Germany and were resold in Ger- 
many at heavy discount. 

When these sources of income began to dry up 
another provision was made to provide subsidies for the 
exporters. This provision is styled as “Self-help”: a 
levy is imposed on all industrial concerns (whether pro- 
ducing for the home market or for export) and the money 
collected from these securities is pooled together, and 
from this pool payments are made to those export 
industries which cannot compete in foreign markets 
without such help. The amount of the subsidy given 
depended on the nature of the industry. This in practice 
amoimts to the fact that the consumer of industrial pro- 
ducts at home has to pay a heavier price and has to bear 
the burden of these subsidies. The lot of the consumer 
in Germany is rather to be pitied. 

Decline in Consumption 

One need not mention here the decline in con- 
sumption of those articles which are considered as 
luxuries and comforts because no such things as luxuries 
are tolerated in the Nazi State. The consumption of even 
those necessaries of life which are absolutely essential 
for maintaining the health of the nation has considerably 
declined, and has resulted in lowering the standard of 
living of. the masses at large. The following table shows 
the per capita decline in the consumption of important 
food stuffe in (xermany. 
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Commodity 

Unit 

1929 

1982 

1988 

1984 

Butter 

lbs. 

15.9 

16.8 

17.6 

15.8 

Margarine 

Lard. 

... 99 

... 99 

17.8 

8.1 

17.6 

8.1 

18.0 

7.6 

12.8 

6.7 

Total Fats 

... lbs. 

41.8 

42.0 

88.8 

84.8 

Eggs 

... Number 

... 

120 

101 

99 

Beef and Veal 

... lbs. 

48.0 

87.2 

86.1 

40.7 

Mutton and Lamb 

... 99 

1.5 

1.4 

1.5 

1,2 

Pork 

... 99 

67.5 

68.1 

70.1 

77.5 

Other Meats 

... 99 

1.8 

1.2 

1.3 

1.8 

Total 

lbs. 

113.8 

107.9 

109.0 

120.7 


The increased consumption of meat in Germany in 
1934 is due^ to an increase in the consumption of pork, 
which was due to the increase in the slaughter of pigs 
and the comparative decline in their number, with the 
exception of the consumption of pork, the consumption of 
every other kind of meat was smaller in Germany in 1934 
as compared with 1933. Now we find that there is a 
great scarcity of pork in Germany. 

For comparative purposes it will be interesting 
to compare the consumption of these products during 
the same period in other countries where the restriction 
imposed by the state are not as cumbersome as in Ger- 
many, and for this purpose we will take the case of the 
United Kingdom, where the import duties are compara- 
tively low wd the state intervention considerably less. 
The table given below shows that there has been consi- 
derable increase in the consumption of these products 
in the United Kingdom. 

British Consumption per Head in Lbs. 


Commodity 

1929 

1932 

1933 

1934 

Butter 

17.8 

21.8 

23.5 

25.2 

Margarine 

12.9 

9.2 

8.4 

.9 

Lard 

8.6 

8.2 

9.1 

9.1 

Total Fats 

39.3 

Z92 

E!l 


Eggs. 

• • • • 

150 

MSM 


(1) World Economic 

Surrey. 1934-85. 

psfo 89. 

Lesfue of 

KnUons. 
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Commodity 

1929 

1932 

1933 

Beef and Veal 

70 

64 

63 

Mutton and Lamb 

28 

31 

34 

Pig Meat 

40 

49 

48 

Total Meats 

138 

144 

145 


These figures and other matter contained in these 
pages provide a good deal of food for thinking for those 
of us who always enthusiastically advocate state inter- 
vention. 



CHAPTER V 


THE NEW DEAL 

IN the previous chapter we studied some of the 
economic consequences of State Intervention in economic 
life in Germany. But the case of Germany is rather a 
peculiar one. All the activities of the state in Germany 
are not diverted to achieve economic ends; but in the 
main their energy is devoted to achieve political and 
cultural ideals. This confession is made by the German 
state openly. Moreover Germany being imder a dicta- 
torial regime helps little in giving any guidance to a 
country like India which is treading the path of demo- 
cracy. For this we have to look to the United States 
for our guidance and inspiration, and from her lesson 
we shall try to find out how far the system of Grovem- 
ment Economics can be adopted in this country. 

The measures of the New Deal are of special interest 
to us in India for two main reasons. (1) The U.S.A. is 
a democratic country and the laws have been enacted 
by the “Will of the People.” (2) The main plea of these 
laws is economic as they proclaim to achieve Recovery 
and Reform. 

What is the New Deal? 

Before going any further into the matter it is desirable 
that we should clarify the meaning of the New Deal. 
Strictly speaking there is no such thing as the New Deal 
in any statutory form and no specific act has been given 
that name. When President Roosevelt came to the White 
House in March, 1933, America (the U.S.A.) was in the 
very depths of the blackest depression unprecedented 
for its prolongation in her previous history. She was 
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passing through the darkest days of her existence. There 
have been many depressions in her previous history, but 
none was so long and severe in its impact, and universal 
in its demoralising influence. It affected almost every 
aspect of economic life. Unemployment had reached the 
imdreamt of figure of over 12 million. The national 
income had fallen 50% below the peak figure. Naturally 
this resulted in a decrease in taxes. The receipts from 
income tax decreased from $2411 million in 1929-30 
to $746 million in 1932-33. The decline in the income of 
the farmers (who even in the normally prosperous years 
were grumbling) further aggravated the matter. The 
net income of the farmers declined from an average of 
$6829 million in 1923-29 to $2573 million in 1932 and the 
gross income fell from $9454 million in 1930 to $5331 mil- 
lion in 1932. The total value of the farm real estate fell 
from $66316 million in 1920 to $30515 million in 1933. The 
tremendous fall in the value of farm real estate decreased 
the equity of the farms and seriously increased the bur- 
den of debt. The great disparity in the prices of farm 
and industrial products which was to the great dis- 
advantage of the farmer further decreased his purchasing 
power for industrial goods and accentuated the depres- 
sion in industry. 

The continued export of gold from the country after 
1929 resulted in severe deflation, and curtailed credit 
and increased the burden of debt. The wholesale failure 
of banks added further fuel to the Are. The Hawley- 
Smoot tariffs of 1930 increased the already too heavy 
tariffs to almost prohibitive levels and seriously affected 
the trade. The importing countries retaliated by 
increasing their own barriers and the American exports 
were seriously affected. To sum up, when President 
Roosevelt took charge, unemployment had reached the 
highest possible level. Prices had fallen to the bottom 
of the pit. Severe deflation was going on, banks were 
failing at a wholesale rate, and the foreign trade had 
considerably dwindled. President Roosevelt had to deal 
with this serious situation. He believed that the situation 
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was alarming and required abnormal measures to combat 
it. The various laws that have been passed to 
this depression, to achieve recovery, and to reform the 
existing system, are popularly called the New Deal. 
These laws are many and deal with a variety of subjects, 
such as Banking, Gk)ld, Silver, and Paper Currency, but 
the two most widely known measures of the New Deal 
are: — (1) The National Industrial Recovery Act of 1933 
and (2) The Agricultural Adjustment Act of 1933. As 
their names indicate the former deals with measures 
relating to industrial recovery and reform, while the 
latter proposes to do the same thing for agriculture. 

Some of the Important Laws of the New Deal 

It is a most formidable task to give even the barest 
description of the New Deal Laws within the scope 
of a single chapter. Moreover it will not serve any 
really useful purpose merely to summarise all the 
matter that is easily available elsewhere. Here we shall 
briefly describe some of the most important measures in 
order to properly estimate their value and to see what 
results such measures have achieved. 

The Federal Emergmicy Belief Act 

This Act was passed in March, 1933. This is the 
first Act which the new Congress passed in its first meet- 
ing and is one of the principal measures of the New 
Deal. The immediate cause which led to the passing of 
this law was unemployment, which was increasing 
at an alarming rate all over the country and was causing 
havoc. Millions of families were left destitute without 
hope of finding any employment and without means of 
subsistence. It is interesting to note that in a highly 
developed coimtry like the United States there was no 
system of insurance of tmemployment or any other such 
system to render assistance to the unemplo 3 red. As a 
matter of fact under the influence of rugged individualism 
such measures of state interferrace were looked 
upon with scorn in the U. S. A. and it was even pro- 
claimed with pride that the country had no need to 
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worry about any such measures, as it was presumed 
that in the normal course of time every able bodied per- 
son would be able to procure employment. It does not 
mean that no unemployment existed in the United States 
before the depression. On the contrary there have always 
been a few millions unemployed in the country, but it 
was considered that unemployment was only of a make- 
shift nature, or at the most, seasonal. 

In the Eastern States of the country which had 
been under British influence in the earlier days, 
there was in existence a Poor Law based on the Eliza- 
bethian model, but it was not meant for able-bodied 
persons. The only system of relief that existed in the 
country before 1932 was the limited responsibility of the 
individual States to help the unemployed in certain cases, 
but that too was confined to only four out of the 48 States 
of the Union. The principal source of relief was the 
private charity which was extended to the suffering 
people by generous-hearted individuals and charitable 
institutions. Such persons and institutions can render 
useful help at normal times when the demand on their 
funds is rather limited. But at a time of crisis when 
panic is universal and the number of those who suffer is 
huge, private individuals and charitable institutions can 
hardly bear such a heavy burden. To give a concrete 
example, in the 70 largest cities of the country, the num- 
ber of persons who received private charity was 40,000 
in the winter of 1928-29. It increased to 70,000 in 1929-30, 
and to 500,000 in 1932. Private institutions which 
used to spend about a million dollars on such relief per 
month had now to find 10 million dollars per month— a 
sum which was absolutely beyond their means. 

Increasing pressure was brought on President Hoover 
to tackle this serious problem but his individualistic 
philosophy did not permit him to embark on any bold 
programme of State relief. All that he did was to 
authorise the Federal Treasury to lend a sum of $300 
millions to the States to open relief works. This sum 
■ proved just a drop in the ocean. 
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The Volume of Unemployment in the U. S. A. 

The volume of unemployment in the U. S. A. can- 
not be determined precisely as no reliable statistics are 
available on the subject. In the absence of any reliable 
figures one is left to guess work. The guess work figures 
have been estimated at between 10 and 15 million in 
1933, but to be on the safe side we can assume that the 
figure was in the neighbourhood of some 12 million. 

Relief Measures 

It required bold measures to provide any tangible 
relief to such a vast proportion of the populace. The 
Federal Emergency Relief Administration (F.E.RA.) 
was set up in May, 1933, to provide relief to the imem- 
ployed. Owing to constitutional limitations it was not 
possible for the Federal Government to undertake the 
responsibility directly. So it was entrusted to the States 
to execute this work. As all the funds provided for such 
work came from the Federal Treasury, the Federal 
Government was able to exercise a good deal of influence 
in directing the use of these funds. Each State set up 
a Relief Administration which was guid^ in its plans 
by the F.E.R.A. In contrast to the British system of 
Unemployment Relief no dole was given. The persons 
receiving help had to do some sort of job and most of 
these jobs were only “ made work jobs.” The amount of 
money paid in 1933 to each family was $15.15 which went 
on gradually increasing and stood at $30.45 in January 
1935. The administration was confronted by great diffi- 
culties in finding work for these unemployed persons. If 
a job was of any productive nature it competed with 
private concerns which had to pay standard wages to 
their workers. Naturally there would have be^ very 
strong opposition from the private interests as it would 
have led to unfair competition. On the other hand 
work of unproductive type was a mere waste of time. 
Another difficulty was to provide jobs to suit the unem- 
ployed persons, as they belonged to different professions 
and would have been useless misfits in professions other 
than their own. 
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Change of PcAicy 

The policy of creating useless work was changed 
the end of 1935. The F.E.R.A. ceased to function. 
The Federal Government abandoned their policy of 
providing funds to the States and themselves undertook 
to provide work for 3i million able-bodied unemployed 
persons. All other persons were left to the care of their 
own respective States. 

Works Progress Administration (W.P.A.) 

The policy of pure and simple ‘make work’ was 
abandoned in December 1935, and W.P.A. was set up to 
carry out the new policy of the Government, which was 
half-way between the policy of relief work and the policy 
of full public works. The unemployed were entrusted 
with some work, but such work did not yield any mone- 
tary income to the state, nor did it give any dividends 
in cash for money spent on it. But it was a source of 
aesthetic pleasure and resulted in social welfare . The cost 
of relief increased from $33.45 per family (which is the 
figure for make work type of relief) to $80 per month 
per man. But it is considerably less than the figure for 
public works which is $206 per month per man — which 
is the full wage for the skilled workers in the U. S. A. 
It must be borne in mind that a relief programme of 
such a nature can be carried out only by countries having 
huge sums of money at their disposal, and it is a luxury 
in which only a very rich coimtry can indulge. Pro- 
viding relief to millions of unemployed is rather an ex- 
pensive proposition. During the 3 years, i.e., 1933-1934- 
1935 the total money spent by U. S. A. on relief (omitting 
sums spent on special schemes) was $4353 million. This 
means an average monthly expenditure of $121 million. 
Of this total sum the Federal (3k>vemment contributed 
70.9%, the States 12.8% and the local authorities 16.3%. 
The major proportion of this money was not raised by 
taxation but was borrowed. Only 16% was raised by 
taxes. 

Public Warla 

The difference between Public Works and Relief 
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Works must be clearly understood. Public Works in 
contrast to Relief Works are organised as a normal func- 
tion which the state has to undertake owing to the 
nature of such works, for instance, the building of roads, 
streets, bridges, etc., which cannot be undertaken by any 
private agency on its own initiative, as the advantage 
derived from such work does not yield any direct income. 
But on the whole such works are considered to be pro- 
ductive because they lead to efficiency. Good roads are 
more than an asset to any civilised country, and the 
indirect revenue derived from such works is far greater 
than the money spent on them. There are other types of 
Public Works which yield direct benefit to the state, such 
as Post Offices and other quasi-monopoly industries of 
the local bodies. In contrast to Relief Works which are 
carried out only as a measure of expediency and are of 
an abnormal character. Public Works are carried on as 
a normal measure by most of the civilised coimtries. 
Even before the depression the U. S. A. Government was 
spending a good deal of money on Public Works. During 
the normal years 1923-29 it was spending 3,065 millions a 
year and 47% of this expenditure was for roads, streets, 
and bridges. The U. S. A. possesses one of the finest 
road systems in the world. Although the ultimate aim 
of Public Works is not to create employment their 
immediate effect is that they do create work. During 
the Hoover regime great attention was directed to Public 
Works as a work-creating agency. The help of the 
Federal Government was necessary in carrying out the 
programme of Public Works on the impact of depression, 
as the States were left with depleted treasuries. During 
the early years of depression much hope was pinned on 
this constructive type of work to create work for the 
unemployed. 

Emergency Relief and Construction Act 
This Act was passed by the Hoover Government which 
authorised the Reconstruction Finance Corporation 
(R.F.C.) to lend up to $1500 millions to States and Cities 
for Public Works. But much advantage was not taken 
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of this Act as it laid down that only such works should 
be undertaken which would be self-liquidating, and the 
rate of interest which was demanded by the R.F.C. was 
so high that it did not tempt many States to borrow 
money to any considerable extent. By the end of 1933 
only $60 millions were borrowed. 

The National Industrial Recovery Act 

The Roosevelt Administration attached great import- 
ance to the policy of increasing Public Works and passed 
the National Industrial Recovery Act. The N.I.RA. 
authorised an apportionment of $3300 millions for Public 
Works, and the Federal Emergency Administration of 
Public Works, which is better known as P.WA.., was set 
up to carry out this programme of Public Works. How- 
ever all the money was not available to P.W.A. Various 
amounts were apportioned to other agencies carrying on 
works of a similar nature. The P.W.A. received only 711 
millions which siun was later increased to $1291 millions. 
The P.W.A. was authorised to give grants and loans to 
the States which were prepared to start new Public 
Works. Between 1933, and 30th April, 1936, $39000 
millions were s^ent on Public Works, of this $1291 
millions were apportioned to the P.W.A., $1567 millions 
were i^ent on construction projects of the Federal 
Departments, $395 millions came from the revolving fund, 
and $723 millions were spent by the States and Munici- 
palities. The following table shows the distribution of 
expenditures in various types of works.^ 


Public buildings 

Amount 

(millions) 

929 

Percent, 
of total 
23.8 

Roads 

620 

15.9 

Dams, etc. 

387 

9.9 

Sewage systems 

336 

8A 

Bridges, etc. 

314 

7A 

Ships, (including naval vessels) 

265 

6S 

Aids to navigation 

257 

6S 

Railroads 

201 

5.1 


(1> 0»r«r. D., Pnblie Works in Frospwitj and Doprostion. pp. 81, M. 
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Waterworks 

Amount 

(millions) 

194 

Per cent, 
of total 
5.0 

Housing 

133 

3.4 

Power (other than water power) 

42 

1.1 

Aviation 

30 

0.8 

Miscellaneous 

192 

5.0 

Total 

.. 3,900 

100.0 


Considering the magnitude of the coimtry and its vast 
resources, the amount of money spent on Public Works 
is by no means enormous. In foreign countries the 
magnitude of the Public Works has been greatly exagge- 
rated in the U.S.A. and the amount of money spent on 
such works. As a matter of fact the U. S. A. was spend- 
ing just as much on Public Works during the normal years 
1923-29. All that the Roosevelt Administration has done 
is that it has prevented a decline in this expenditure. As 
far as the increase in employment by such work is 
concerned it has also been very greatly exaggerated. As 
a matter of fact works of this type are not suited as 
avenues of increasing employment in proportion to the 
money spent on them. To keep a worker employed in 
Public Works costs much more than to provide a person 
who is on the Relief Work.^ 

THE NATIONAL INDUSTRY RECOVERY ACT 
(N.I.R.A.) 

Industry and Labour 

Without any fear of sweeping generalisation it can 
be said that the entire New Deal has some direct or 
indirect relationship to the problems connected with 
industry and labour. The cardinal principle of the New 
Deal is to achieve recovery in industry and to better the 
position of the industrial worker. Even a law like the 
Agriciiltural Adjustment Act (A.A.A.) which apparently 
is quite separate and seems to possess no relationship 
to industry and labour, reveals a closer relationship to 
industry on minute observation. Under the A>AA. 
efforts have been made to pnxnire better return s to the 

(1) For comparative cotta aee pp. 198, 199. 
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agriculturist so that he should revive the demand for 
industrial products. The N.I.R.A. is a very comprehensive 
measure and deals with every aspect of industry. “ The 
N.I.RA.. probably collects more divergent economic and 
social theory under the roof of a single enactment than 
any other piece of legislation.”^ It is by no means an 
easy task to give a clear verdict about the achievements 
of this Act. Owing to its various contradictory pro- 
visions and hosts of other complicated regulations that 
have been passed in this connection, it becomes an almost 
superhuman task to judge its real value. The con- 
tradictory nature of its laws can be seen from the fact 
that it tries to raise the prices of industrial products by 
eliminating cut-throat competition and by introducing 
codes of fair competition, and at the same time increas- 
ing the employment of labour by increasing the wages 
paid to labourers and reducing the hours of work. The 
idea underlying the reduction of hours of laboiu: was to 
give a chance to those who were without work, it also 
introduced elements of social welfare, such as the prohi- 
bition of child laboiu:, the natural result of which was 
to increase the price of adult labour. As a result of this 
the cost of production was increased, which resulted in 
serious handicap to the revival of industry. This Act 
is also considered as the Magna Carta of American 
labour, as for the first time in the histroy of America, 
it recognised the principle of collective bargaining of 
labour. It need not be said here that various influences 
and forces exerted their pull in passing this act. The 
provisions relating to fair competition were the result 
of influence exerted by trading and commercial organi- 
sations, and the provisions relating to collective bargain- 
ing were inserted by the pressure which the organised 
labour brought about on the Administration. It may 
not be irrelevant to point out here that the Secretary 
for Labour in the first Roosevelt Administration was a 
lady whose entire life has been spent in organising 
labour, and it is the first time in the history of U. S. A. 

(1) The Economift. The New Peel Sapplement pege 8. 8-10<86. 
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that a woman has been given such a high post in the 
Administration. 

Working of the N.1JIA. 

Tie working of the N.I.RA. was entrusted to the 
National Recovery Administration (N.R.A.) . The N.I.RA. 
in itself was complicated enough but the N. R. A. made 
this confusion worse. During the two years of its work- 
ing it made 546 Codes and 185 Supplement Codes. Each 
industry was to have its own Code and those who co- 
operated with the administration in the working of these 
Codes were allowed to use as a sign a Blue Eagle, which 
was supposed to be a herald of recovery. The chief defect 
in the administration of these codes was that the bodies 
appointed to administer them were solely representative 
of the employers, and as a consequence the interest of 
the consiuner was entirely overlooked. Moreover 
these Codes came into existence in such a hurry that 
no opportunity was available for studying the problem 
in the proper way. In brief these Codes can be 
described as an experiment in the self-government of 
industry. The great drawback in the organisation of 
these Codes was that most of them remained only on 
paper and even in those that were enforced the super- 
vision of their working was far from satisfactory. The 
Administration was reluctant to interfere and to bring the 
breaches to the Court, owing to a lurking fear of the 
inability of the Codes to stand the test of validity before 
the Supreme Court. 

The Achievements of the N. L B. A.^ 

The two years working of the N. I. R. A. and the re- 
sults achieved by it are of peculiar interest to countries 
like India which from a distance are likely to be blinded 
by the dazzle and glare of such high-soun(^g enactments 
which seem to achieve a Utopia on paper. Great hopes 
were pinned by the Administration, and many others to 
these revolutionary and heterogeneous measures, for 
bringing the country fr om the depths of depression on to 

<1) The K. 1. R. A. wm nnenimomly deolered uneonetitutioiiel hj the 
Supreme Court in Mot 1985, end ceneeguently nU eodee brought ebout hj the 
N. I. R. A. were eboUehed. 
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the surging waves of prosperity. It cannot be denied 
that the Act exerted a good deal of psychological influence 
in restoring confidence at a time when the country was 
in the blackest depths of depression. It gave a gBmmer- 
ing hope to the tottering nation, and the great a:tention 
of the Press that it attracted, both at home and abroad, 
made the man in the street think that something really 
great was being done for the country. The reforms that 
this Act introduced were really long overdue and had a 
very beneficial effect. But the net economic results 
achieved by this Act are far below expectations and are 
far from satisfactory. In estimating the economic bene- 
fits derived from this Act we must bear in mind that 
the cycle of depression had already reached its lowest 
ebb and its ascendant was botmd to come in course 
of time. This fact is confirmed by the economic revival 
in other countries of the world after the middle of 1933. 
Even without the comprehensive measures of the New 
Deal, the U. S. A. was bound to show some improvement 
with improving world conditions. This is a fact of 
great significance and must not be overlooked in estima- 
ting the benefits of this Act. Scores of other countries 
have recovered without New Deals and the U. S. A. would 
have hardly been an exception.^ 

The immediate effect of these codes was a rise in 
prices. A rise in prices was very desirable but this 
unfortimately decreased the demand. The effect of this 
decreased demand was more pronounced in b uildin g 
industries, where the rise in the prices greatly reduced 
the demand for houses and delayed the resumption of 
other construction works, which further aggravated the 
depression. But it must be borne in mind that this Act 
did not cover all branches of industry and it is rather 
difficult to calculate its effects on industry as a whole. On 
the other hand fear has been expressed that if its enforce- 
ment had been as rigid and its application as universal 
as was desired by the Administration, matters would have 
been worse. Some authorities go so far as to say that 

(1) On pp. 211>12 we hiTe giyen » teble comparing U.S.A. and U.K. 
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the revival of industry has been due to the negative 
effects of the N. 1. R. A. “ Had every trade become a 
virtual monopoly, industrial production must inevitably 
have been still further restricted. In the event there 
was little effect of this sort. Under this heading (N. R. A. 
as a recovery measure) then, the N. R. A. can be acquitted 
of any widespread and serious hampeiing effect on 
recovery, but it scores its aquittal only by virtue of its 
ineffectiveness.”^ A great fuss has been made of the 
N.I.RA. as to its beneficial effects on labour and in 
restoring and creating employment. How far the 
prosperity of the country is due to the N. I. R. A. 
cannot be said with any precision. There was more 
than one factor working to bring about the better condi- 
tions. The first and the foremost factor was the inter- 
national situation which was gradually improving and 
most other coimtries eq)ecially the sterling block, were 
making rapid strides towards recovery. In the U. S. A. 
itself various other factors were working, such as cheap 
money, credit expansion (especially after the devaluation 
of the dollar) currency depreciation, agricultural recon- 
struction (not so much owing to the heroic efforts of the 
A. A. A. but due to the havoc caused by serious droughts). 
But the net effect of the N. I. R. A. on workers was far 
from satisfactory. “ This is the fact that whereas labour 
cost (as measured by hourly wages) is now higher than 
the 1929 level, the money income of the wage-earner is 
only 85 per cent, of the 1929 amount. It is hard to resist 
the conclusion that this discrepancy has been a drag on 
recovery. The American worker has gained in leisure; 
but it may be that he has paid a heavy price for his leisure 
either in unemployment or in lower real income. As a 
recovery measure it is very doubtful whether N. R. A. 
was more help than hindrance.”^ There is one irresistible 
conclusion to which the study of the working of the 
N. I. R. A. forces us and it is thus: that mere legislative 
enactments, however comprehensive and thorough they 
may be, cannot solve the ills of the nati on. Any recovery 

(1) Eeonomiat. op. oit. page 8. 

(2) The Boononuft 8-10-86. page 9. 
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which is to last must come from within, otherwise the 
patient will become addicted to artificial drugs, which 
may restore him to energy as long as their stimulus 
remains powerful, but such drugs drastically undermine 
the natural vitality and energy of the patient and in the 
long run cannot have anything but painful results. It 
is interesting to note that the abolition of N.RA. did 
not affect the country in any way, nor did it retard its 
upward progress. Even the theoretical structure of this 
huge measure was far from sound. To cure a depression 
and to achieve prosperity by ciufailing production is no 
permanent remedy. If this is pursued to its logical end 
it means we can have infinite prosperity by producing 
nothing and we can raise the price of any conceivable 
commodity by making it scarce. “ Few economists would 
advocate the cure of industrial depression by further 
restriction of production, the remedying of the disparity 
of price between raw materials and finished goods by 
increasing the cost of production, the stimulation of the 
demand for labour by an artificial increase in its supply 
price. But in practical administration the N. R. A. was 
even more muddled, incoherent, unprincipled than in its 
basic theory. It may perhaps be concluded that the 
N.R.A. brought some benefit (chiefiy in the shape of 
shorter hours) to the worker in employment, but this 
benefit would be cancelled out if it could be shown that 
N.R.A. hindered the reduction of unemployment. It 
brought benefits without doubt to labour organisation; 
but in the present state of affairs it is doubtful how far 
this is synonymous with benefits to the working man. 
To the movement of recovery as a whole, N.R.A. was 
almost certainly a definite hindrance.” 

Comparison with Great Britain 
When we compare the achievements of the New 
Deal with the conditions of industrial recovery in Great 
Britain we are rather disappointed. The U. S. A. in ^ite 
of its multifarious laws has not been able to achieve as 
much recovery as Britain. The following table which 
gives comparative statistics of industrial recovery in 
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Great Britain and the U. S. A. may be studied with some 
profit: — ^ 

Industrial Production 
U. S. A. Great Britain 

Mean years of 1923- 1924=100 

25=100 


1923 

102 

— 

1924 

94 

100 

1925 

104 

97 

1926 

108 

75 

1927 

106 

108 

1928 

110 

102 

1929 

118 

111 

1930 

96 

98 

1931 

81 

84 

1932 

64 

85 

1933 

77 

90 

1934 

79 

102 

1935 

90 

108 


Agriculture and the New Deal 

To a country like India which is predominantly 
agricultural, those measures of the New Deal which relate 
to agriculture are perhaps of more interest than any other 
measures. The principal act of the New Deal which 
relates to agriculture is the Agricultural Adjustment 
Act, the main provisions of which have already been dis- 
cussed in another section.^ One aspect of the New Deal 
must impress the Indian reader and that is the magnitude 
of these measures and the great rapidity and the 
boldness with which they have been executed. At the 
same time there is another aspect, and perhaps the most 
important aspect which we dare not overlook, and that 
is the great wealth of the United States of America. We 

(1) Quoted by Sir WillUm Beveridge. PUnning under Socinligm. 
pgge 125. Longmens, London, 1936. 

(2) See page 134. 
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dare not expect to follow in the near future the example 
of the United States which has spent unbelievably huge 
siiins of money in the execution of its recovery plans. 
Our resources are strictly limited and however laudable 
a measure may be and however potential its power in 
achieving recovery, we cannot indulge in this fast money 
spending game. Some idea about the money spent on the 
agricultural adjustment programme can be had from the 
following figures; — 

RECEIPTS— 

ADVANCES FROM TREASURY IN ANTICIPATION 
OF COLLECTION OF PROCESSING TAXES:— 


Cotton credits 
Wheat credits 
Tobacco credits 
Hogs credits 


... $115,000,000,00 
... $104,075,000,00 
... $2,060,000,00 
... $48,500,000,00 


Milk and its products cerdits... $11,250,000,00 


Refunds of taxes ... $500,000,00 

Administrative expenses — 

tax provision ... $8,500,000,00 $284,885,000,00 


Appropriation under section 12(a) 
of Agricultural Adjustment Act 
Administrative expenses and 
rental benefit payments 

Transfer under National Indus- 
trial Recovery Act — Bankhead 
fimd Vom-hog program ••• 


1100,000,000,00 


187 , 000 , 000,00 8481 , 886 , 000,00 


( Contimei on pogo 161 ) 



$431,885,000^00 
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(1) A„tcultur.l Adiu.tment-A report of .dmini.tr.tion of the Agricuitar.! Adjustment Act. M.t, 1933 to February 1934. pef 277 
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These figures are really very staggering and are 
even beyond our comprehension. We also must not for- 
get that they relate only to one branch of the New DeaL 

Critical Estimate of the Agricultural Adjustment Act 
(AJLA.) 

It is rather difficult to estimate properly the value 
of the AA.A. as a recovery measiu'e. There is no doubt 
that the farmers derived a tremendous amount of direct 
benefit from the disbursements made by the State. 
Millions of dollars were literally poured into the 
farmer’s pocket. It would have been rather interesting 
to find out its net achievements, but unfortunately (or 
fortunately) the nature came to the help of some far- 
mers. The work which the Federal Treasury could not 
achieve in the course of many months and by spending 
millions of dollars was achieved by the drought. There 
was an almost wholesale failure of crops. The huge 
accumulated stocks soon vanished, prices went up, and the 
United States had to import certain commodities which 
were previously accumulating at a fast rate and were 
depressing the prices. Whatever its effects may have 
been on agriculture this much is certain, that it provided 
remimerative work to many university graduates and 
other educated unemployed persons. Over 3,000 persons 
were engaged by the A.A.A. to carry out its work. 

The Emergency Farm Mortgage Act 

This Act was passed to provide relief to those farmers 
who were suffering under a heavy burden of debt and 
whose creditors were threatening to foreclose their 
properties and evict them. 

The Farm Mortgage Situation 

The total farm debt in the United States on 1st 
January, 1932, was estimated by the U. S. Department of 
Agriculture as $12,000,000,000.^ The farm mortgage debt 
approximated to $8,500,000,000 and the j^ort-term com- 
mercial bank loans $2,000,000,000. The remaining 

(1) The FArm Debt Problem, n.S.A. D^pertment of Agriculture, Houce 
.Document, Ko. 9, 7grd Congresc. 
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$1,500,000,000 was merchant credit and other ^ort-term 
debt. The latest detailed data on farm mortgage indebt- 
edness is for 1st January, 1930. At that time it was esti- 
mated at $9,241,390,000 or two and three-quarter times 
the 1910 farm mortgage debt. From 1910 to 1928 farm 
mortgage indebtedness was constantly increasing, but 
since 1928 it has declined. 

Based on the 1910 debt figures as 100, the index for 
farm mortgage debt in 1920 was 236.6, in 1928, 285.2, in 
1930, 278.3, and on 1st January 1932, 256.^ Most of this 
debt was incurred when land values had risen to high 
levels. The total value of farm real estate fell from 
$66,316,000,000 in 1920 to $30,515,000,000 in March, 1933. 
The immediate post-war break in prices was enough for 
any farmer to withstand. But the serious decline in the 
prices of agricultural products since 1929 made his posi- 
tion go from bad to worse. The reason for his inability 
to pay his debt is obvious. When he borrowed money 
he was selling his crops at fairly remunerative prices. 
But when he had to pay the debt he was not receiving 
even the cost price. If he borrowed when the index 
number of commodities which he sold was 110, and had 
to pay in 1932, when the index number of these commo- 
duties had fallen to 43, the amount which he had to pay 
in commodities then was almost three times the amount 
when he borrowed. And some of his commodities could 
not be sold at any price. 

When President Roosevelt came to the helm he 
realised that it was more important to relieve the mort- 
gage situation than to organise a permanent institution. 
After three years of falling prices the farmers were 
threatened with bankruptcy. The number of fore- 
closures and defaults in payments was rapidly increasing. 
In order to give a breathing space to the farmem who 
were being crushed by this heavy debt, the Emergency 
Farm Mortgage Act was passed, which received executive 
approval on 12th May, 1933. 

(1) For further information tee my book ' ‘Agriculturtl Credit,*’ Pit- 
mans (London), 1936. 
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The Federal Land Banks and the Emergency 
Farm Mortgage Act 

The Emergency Farm Mortgage Act makes the 
following provisions: — 

1. It permits the federal land banks to make loans 
direct to borrowers in certain areas. Previous to the 
enactment of this Act all federal land bank loans were 
made through the national farm loan associations. But 
owing to the depression many of these associations were 
in financial difficulties, and were not permitted to make 
new loans. There was a great demand for credit by 
farmers which could not be provided owing to the strict 
rules of the Federal Farm Loan Act. This Emergency 
Farm Mortgage Act made it possible for those farmers, 
who were not served by an active farm loan association, 
to get loans directly from the federal land banks. How- 
ever, such direct borrowers had to subscribe to the stock 
of the federal land banks to the extent of 5 per cent, of 
their loans, and had to pay a rate of interest 1 per cent, 
higher than that paid by the farm loan associations. 

2. The Act granted interest reduction to federal 
land bank borrowers for a period of five years. The Act 
provides that the interest rate be 4i per cent, until 12th 
July, 1938. This reduced interest rate is only applicable 
to those loans which were in force on 12th July, 1933, 
and also to those made up to 12th May 1935. The loans 
made direct to borrowers will bear 5 per cent, interest. 
After 12th July, 1938, the interest rate will revert to the 
original rates borne by the loans. 

3. It allows federal land bank borrowers to postpone 
principal repayments on farm mortgage loans. Default 
in payment of their annual instalments became common 
during the period of depression, and it was realised that 
it was very hard for the farmers to continue their pay- 
ments. In order to give partial relief, this Act provided 
that farmers who had already borrowed money from the 
federal land banks, and would borrow up to 12th May, 
1935, would not be required to make any payment on the 
principal of these loans before July, 1938, provided their 
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loans were in good standing, and the postponement 
sanctioned by the federal land bank. 

4. The Act allows the federal land banks to grant 
extensions to worthy borrowers, and to re-amortize such 
extensions. “The interest reduction, and extension of 
principal payments mean a great deal to the borrower 
who obtained one of the first land bank loans. For 
example, a certain farmer in 1917 obtained a $3000 loan 
having 5 per cent, interest. He has paid thirty-two semi- 
annual instalments of $90. The last one was $57.75 
interest and 32.25 principal. Now for five years his pay- 
ments are reduced to $51.8, the interest at 4i per cent, on 
the $2310.12 principal which he still owes on the loan.^ 

5. This Act also makes provisions whereby farm 
mortgage loans may be made for as much as 75 per cent, 
of the appraised value of the farm improvements and 
personal property mortgaged. It also makes provision 
for loans to be made on second mortgages provided the 
total value of the loans does not exceed 75 per cent, of 
the value of the property offered as security. Under the 
provisions of the Federal Farm Loan Act, loans cannot 
exceed 50 per cent, of the value of the property offered 
as security and 20 per cent, of improvements. This 
liberal increase up to 75 per cent, and the important 
provision of a second mortgage had to be made in the 
Emergency Farm Mortgage Act in order to enable far- 
mers to refinance their indebtedness. It should be noted 
here that this extension applies only to those loans that 
are made by the Land Bank Commissioner under the 
provisions of the Emergency Farm Mortgage Act from 
the fimds placed at his disposal by the Reconstruction 
Finance Corporation, i.e., $200,000,000. 

The maximum amount of such a loan was first 
limited to $5000, but has later been increased to $7500. 
The total funds at the disposal of the Land Bank Conunis- 
sioner for such loans are limited to $200,000,000. It has 
been possible to make such liberal provision in these loans 

(1) Address delivered by Myers, W. I., Governor, Farmers' Credit 
Administration." 
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as the funds are not raised from private investors, as in 
the case of funds for federal bank loans, but are 
provided by the Federal Government through the 
Reconstruction Finance Corporation, which is a state* 
owned corporation. 

Purpose of the Loans 

Loans are made by the Land Bank Commissioner for 
the following purposes: — 

1. To refinance any indebtedness, secured or 

unsecured. 

2. To provide working capital for farming 

operations. 

3. To enable a farmer to re-acquire farm property 

lost by foreclosures. 

Second Mortgage Loans 

In order to help farmers to get the maximum loans 
authorised by law, a provision was made in the Emer- 
gency Farm Mortgage Act that, in addition to loans 
borrowed from the federal land banks (which make 
advances up to only 50 per cent, of the value of the 
security) or other sources, they could raise loans from 
the Land Bank Commissioner on second mortgage up to 
75 per cent, of the value of the property offered as 
security. When loans are secured by second mortgages 
upon farm real estate, the borrower has to obtain the 
agreement of the holder of the first mortgage to the 
following conditions: — 

1. That during a period of three years he will not 
proceed against the mortgagor andjor the mortgaged 
property for default in the payment of principal unless, 
in the meantime, the Commissioner consents in writing 
to such proceeding; and 

2. That he will notify the Commissioner in writing, 
at his office in the district in which the property is situated 
at least thirty days in advance of the institution of any 
proceeding against the mortgage and|or the mortgaged 
property.^ 

(1) For detailed description^ see Farm Financing through Farm Orodit 
Administration, mimeographed Circular prepared bj the Farm Credit Admi- 
nistration of St. Louis, page 11. 
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Refunding Indebtedness 

A major number of loans obtained by farmers during 
1933 was for the purpose of refinancing farm indebted- 
ness. “More than 85 per cent, of the proceeds of loans 
made by the Federal Land Banks and more than 90 per 
cent, of the proceeds of loans made by the Land Bank 
Commissioner are being used for refinancing purposes.”^ 

In many cases it was found impossible to refinance 
farm indebtedness even with the additional loans 
obtained from the Land Bank Commissioner. In such 
cases it was found necessary to make a compromise 
between the debtors and creditors, and to scale down the 
debts. There is no compulsion in this matter, but many 
creditors have been only too glad to make considerable 
concessions in view of getting cash. Data available on 1st 
December 1933, indicate that approximately 17.6 per cent, 
of the Land Bank Commissioner’s loans have involved a 
scaling down of debts. The average amount of the reduc- 
tion of indebtedness in these cases has been about 23 per 
cent, of the original amoimts owed. 

The corresponding figures for the farmer obtaining 
federal land bank loans indicate voluntary reductions by 
creditors in approximately 81.6 per cent, of the original 

cases of indebtedness. 

In view of the gravity of the situation in October, 
1933, the Governor of the Farm Credit Administration 
sent requests to the Governors of all States to appoint 
State and County debt adjustment committees to work 
out fair debt settlements by conciliatory methods in cases 
where farmers were helplessly involved. This appeal 
received a liberal response from the Governors of the 
various States, and by the end of 1933, thirty-nine out of 
forty-eight States had appointed debt adjustment commit- 
tees, and more than 2,000 counties had debt adjustment 
bodies working under the direction of a State committee. 
These committees have brought some relief to many 
sufferers. 

(1) First Annual Report of the Farm Credit Adminiatration, page 11. 
(1933). 



158 


THE STATE AND ECONOMIC LIFE 


Emergency Aid in Threatened Foreclosures^ 

The ordinary process of making a mortgage long-term 
loan is a slow one. But the critical condition of farmers^ 
and the rising trend in foreclosmes of properties, required 
that the usual process should be expedited, and some new 
steps should be taken to save farmers from losing their 
farms. Consequently, early in October, 1933, the Gov- 
ernor of the Farm Credit Administration imdertook to 
give special assistance to farmers who were in danger of 
losing their farms through foreclosures, and a small 
section was established in the Farm Credit Administration 
to deal quickly with such emergency cases. A special 
committee for this purpose was organised in each of the 
federal land banks. 

On 22nd October, 1933, President Roosevelt, in a 
radio speech, appealed to holders of farm mortgages to 
withhold foreclosure proceedings in order to give 
farmers an opportunity to refinance their debts by means 
of loans from the federal land banks and the Land Bank. 
Commissioner. He also advised farmers, who were in 
danger of losing their farms, to inform the Farm Credit 
Administration either by letter or by telegram. Soon 
after this appeal the Farm Credit Administration began 
to receive about 300 letters and telegrams every day, 
and every effort was made to take immediate steps tO' 
help such farmers, if they had good security to offer. In 
cases where they were hopelessly involved creditors were 
asked to scale down their debts. 

Working of the Land Bank Commissioner’s Loan 

Shortly after passing the Emergency Farm Mortgage 
Act the Land Bank Commissioner appointed an agent in 
each federal land bank district to handle loans. Separate 
offices were established by these agents to conduct their 
business, but they utilised the federal land banks and 
their valuers for valuing the farm property offered as a 
security for loans. Separate application forms were re- 
quired for these loans, and for all formal purposes it was 
a separaite office rather than a department of the federal 

(1) See Farm Credit Administration Report for 1933*34 op. cit. page 12 ^ 
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land banks. Farmers requiring loans from the federal 
land banks as well as from the Commissioner, were 
required to give two separate application forms, and had 
to pay two application fees. This led to inconvenience 
and duplication. In order to remedy this defect the fede- 
ral land banks were made agents for the Commissioner 
on 25th August, 1933, and for all purposes the Commis- 
sioner’s office became a regular department of the federal 
land banks, and a combination application form for 
handling both loans was prepared. 

Amount of loans 

The number and amount of farm mortgage loans 
made in 1935 were very much smaller than in 1934. Only 
91,004 Commissioner loans totalling $196,400,000 were 
made during 1935, compared with 306,354 loans for 
$553,100,000 in 1934. This indicates that the emergency 
has passed. 

Additional Funds 

In the earlier stages it soon became apparent that 
if the Land Bank Commissioners’ loans were to be con- 
tinued, additional funds must be provided. These were 
made available by the Federal Farm Mortgage Corpora- 
tion Act, which was approved on 31st January, 1934. This 
Act authorised the Land Bank Commissioner to make 
loans on behalf of the Federal Farm Mortgage Corporation 
to the extent of $600,000,000 to be paid in the bonds of 
this corporation. 

Increase in Loans 

From 12th May, 1933, to 30th Jtme 1934, the Land 
Bank Commissioner made 228,734 loans, aggregating 
$380,809,901. From nineteen loans amounting to $40,100 
in May, 1933, the number of loans rose to 23,709 amount- 
ing to $36,665,204 during December, 1933. 

Terms of Loans 

For the purpose of refinancing farm indebtedness 
loans can be made for a period not exceeding forty years. 
Loans for purposes other than such refinancing can be 
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made for a period not exceeding thirteen years. How- 
ever, in practice the loans for refinancing purposes are 
made for a considerably shorter number of years than is 
authorised by the Act. An analysis of the loans made by 
the Land Bank Commissioner during the first year of its 
operation has been made by the Division of Finance and 
Besearch of the Farm Credit Administration. This 
analysis shows that during the first year of operation 86.8 
per cent, of the number and 83.6 per cent, of the amount 
of Commissioner’s loans were made for a period of 
thirteen years. 

Purposes of the Commissioner Loans 

From 12th May, 1933, to 30th April, 1934, the loans 
made for various purposes show the following 
percentages: — 


Purpose for which loans 

were made. Per cent. 


Refinancing mortgages 

68.2 

Refinancing other debts 

23.2 

Providing for working capital . . 

6.0 

Reedeeming of purchasing farm 


property 

1.8 

Paying loan fees 

0.8 


100.01 


Interest Rate 

The Emergency Farm Mortgage Act has laid down 
that the interest rate on the Commissioner’s loans should 
not exceed 5 per cent. During the first year of operation 
of these loans the maximum rate of interest allowed by 
the Act, i.e., 5 per cent, was charged on all loans. 

Benefits Derived firom the Emergency Farm 
Mortgage Act 

It Cannot be denied that this Act proved a great 

(1) The Farm Credit Adminiitration by W. I. Ifyert publiihed by the 
American Banker! ' Association, New York. 
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boon to suffering farmers and provided them with 
real relief. Whatever may be our criticism on the advis- 
ability of spending such huge sums of state money to 
relieve certain suffering persons at the expense of the 
general taxpayers, it cannot be denied that the situation 
was really serious and required generous help from the 
state and quick action to save them from bankruptcy. 
One may, however, ask the advisability of setting such a 
precedent and the dangers if further political pressure is 
brought by the suffering party. In the United States the 
interests of the farmers have always been strongly repre- 
sented in the Legislatiire and there is a real danger that 
they may exert their influence to achieve their desires, 
which may be desirable at the time of emergencies but 
if exerted for normal purpose may prove a serious diffi- 
culty to the state and a great burden to the taxpayer. 

The Farm Credit Administration Act 

Of all the measures of the New Deal the Farm Credit 
Administration is the most useful and constructive mea- 
sure and it provides the American farmer with a co- 
ordinated system of agricultural credit unparalleled in 
any other part of the world. 

In 1933, before Roosevelt came to power, there were 
flve different federal farm credit agencies which were 
catering for the credit needs of farmers, without any 
central co-ordination, and more often than not were com- 
peting with each other in providing credit. In 1916 the 
Federal Land Banks were opened to provide long-term 
credit. In 1923 the federal intermediate credit banks 
were organised to provide so-called intermediate credit, 
and their management was entrusted to the federal farm 
loan board which was managing the federal land bank. 
The crop production and seed loan offices, which were 
really a legacy of the War period and were under the 
Secretary of Agriculture, remained under him to provide 
emergency short-term relief credit. In 1929 the federal 
farm board was created as an independent agency to 
provide credit to co-operative associations for marketing 
purposes, and. Anally, in 1932, the Reconstruction Finance 
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Corporation set up Regional Agricultural Credit Corpo- 
rations to provide production credit. 

All these five agencies were drawing funds from the 
Federal Government in one form or another. The whole 
capital of the federal intermediate credit banks was 
subscribed by the Federal Government. The revolving 
fund of $500 million for the federal farm board, which 
was set up imder the provisions of the Agricultural 
Marketing Act of 1929, was subscribed by the 
Treasury on behalf of the Federal Government, 
TTie funds used by the Crop Production and Seed 
Loan ofiices were provided by special appropriations 
of Congress, and later from the funds of the 
Reconstruction Finance Corporation, the entire capital 
of which was subscribed by the Federal Government. 
The major portion of the capital of the federal land 
banks was subscribed in the beginning by the Federal 
Government, but was eventually transferred to the 
National Farm Loan Associations until, at the end of 
1931, almost all the capital was tran^erred to these 
associations, but the Federal Government had to subs- 
cribe again in 1932 when the capital of these banks was 
increased. 

In spite of the fact that the Federal Government had 
invested a big amount of capital in all these lending 
agencies and they were under its supervision and control, 
their administration was widely disintegrated. Owing 
to this disintegration, and the absence of any co-ordinat- 
ing link to harmonise their lending policies, there was 
great overlapping in their operations, especially in the 
field of short-term credit. Not only was there duplication 
of lending agencies, but there were also variations in the 
rates of interest charged by different institutions. For 
example, the Federal Farm Board was providing credit 
at very low rates of interest (average 2.9 per cent), while 
the Regional Agricultural Credit Corporations were 
charging. per cent. 

“ The farmers were not only confused as to the proper 
agency from which to obtain the desired loan, but also 



As to its location. For example, farmers in Northern 
Mississippi were served by the federal land bank and 
the federal intermediate credit bank in New Orleans, 
Louisiana; the Regional Agricultural Credit Corporation 
at Jackson, Mississippi; and Crop Loan offices at Mem- 
phis, Tennessee. On the other hand. Eastern Missouri 
farmers foimd all the four agencies in St. Louis, but no 
two of them in the same building.”^ 

When President Roosevelt came to the White House 
early in March, 1933, he realised this chaotic state of 
affairs. The agricultural horizon of the country was 
very dark indeed. The banking crisis of March, 1933, 
further aggravated the situation. “ This crisis brought a 
reduction of nearly 4000, or 20 per cent, in the number of 
the country’s banks. 

Aggregate resources decreased by nearly five and a 
half billion, or 10 per cent, compared with the peak which 
was $74,000,000,000 in 1930; the resources of the country’s 
banks in Jime, 1933, decreased to $50,000,000,000, a shrink- 
age from the peak of $22,700,000,000 or 21 per cent.”* 

Realising the gravity of the situation, and in order 
to bring about the co-ordination and centralisation of the 
existing credit agencies, the President issued an Execu- 
tive Order on 27th March, 1933, which was to be effective 
two months later. All the existing farm agencies were to 
be consolidated into one organisation — ^The Farm Credit 
Administration. This Executive Order became effective 
on 27th May, 1933, when the then existing credit agencies 
were consolidated under one management, and board or 
committee management was replaced by individual res- 
ponsibility. The Governor of the Farm Credit Admini- 
stration is individually responsible to the President of 
the United States. 

(1) Address by W. I. Myers, Governor, Farm Credit Administration, 
delivered during Farm and Home Week, Oornell University, on 14th February, 
1934. 

(2) Report of the Economic Policy Commission of the American Ban* 
kers* Association quoted by Ellis Wellard, D., in an address before the West- 
ern Farm Economic Association, 2l8t June, 1934. 
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The following Chart gives the organisation of the 
Farm Credit Administration: — 

Land Bank Co-operative Intermedi- Production 

Commissioner. Bank Commis- ate Credit Credit Com- 
sioner. Commis- missioner. 

sioner. 

Supervises 12 Supervises 1 Supervises Supervises 

Federal Land Central Bank 12 Federal 12 Produc- 

Banks. for Co-opera- Intermediate tion Credit 

tives. Credit Corpora 

Banks. tions. 

National Farm 12 Banks for 

Loan Associa- Co-opera- 
tions. tives. 


Commissioner Agricultural 
Loans Marketing Act 

Revolving 
Fund. 

Joint-stock 12 Regional 

Land Banks. Agricultural 

Credit Corpo- 
rations. 


Production 
Credit As- 
sociations. 


Crop Pro- 
duction and 
Seed Loan 
offices. 


Loans Made by the Farm Credit Administration 

These permanent units extended a large volume of 
credit during 1935. The Federal Land Banks, which make 
long-term first mortgage loans on farm real estate, closed 
58,968 loans totalling nearly $249,000,000. The Federal 
Intermediate Credit Banks extended $414,000,000 of cre- 
dit to production credit associations regional agricultural 
credit corporations, agricultural credit corporations, live- 
stock loan companies, banks, co-operative associations, 
and banks for co-operatives in the form of loans and 
discounts. The production credit associations made 
214,936 loans amounting to $188,800,000. These associa- 
tions extend short-term credit to farmers for the 
production of crops and livestock and rediscount their 
loans with federal intermediate credit banks. The 
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banks for co-operatives granted $66,300,000 of both long 
term and short term credit to 1,141, farmers’ co-operative 
associations during the year. 

Critical Estimate for the Farm Credit 
Administration 

It is too early yet to pass any judgment on the 
valuable work of the Farm Credit Administration. Time 
is the test, and it alone can tell the real worth of any 
such institution. As far as the general principles are 
concerned, the foundations of the present system look 
sound, and it is justified in view of the circumstances pre- 
vailing in the country. The Farm Credit Administration 
came into being when the country was in greater 
depths of depression, and the morale of the agricultural 
industry was being destroyed through the fall of prices 
and wholesale foreclosures. The outlook for the farmers 
was very dark indeed. 

The Farm Credit Administration has been working 
since its inauguration through the most difficult times 
recorded in recent history. Under these circumstances it 
becomes all the more difficult to judge its value as a per- 
manent farm credit institution. During its first year it 
has been confronted with the difficult task of providing 
emergency relief. It has achieved very significant results. 
In the first year it provided farmers with $1,250,000,000 
credit through all the agencies working under it. “The 
most significant achievement of the year is not that one 
measured by the dollar sign; rather it is the improvement 
in the morale of agriculture everywhere — ^the return of 
hope and beginnings of renewed confidence on the part 
of farm workers who saw nothing ahead but ruin fifteen 
months ago.”^ 

Some mistakes have been made by the Farm credit 
Administration, but they have been errors in execution, 
not in the fundamental application of the whole system 
to the problems presented. The Administration was faced 
with such a tremendous task in so short a time that it 

(1) Ellis Wellard, D. Address delivered belore the Western Fnnn 
Economic Association. 
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would have been impossible for even the oldest estab- 
lished institution to deal with it with entire satisfaction. 

The increasing participation of the Federal Govern- 
ment in the domain of agriculttire credit might be 
objected to by those who are advocates of private enter- 
prise, and be considered a serious encroachment on pri- 
vate rights. On general grounds there is much to justify 
this assertion. But, taking into consideration the increas- 
ing participation of the state in so many other important 
fields, there seems little reason for excluding farmers 
from its ambit. The Farm Credit Administration “is 
admirable as a recovery measure in both its specific and 
general results. It benefits the farmers. It helps to thaw 
the frozen streams of credit and of trade.”^ 

An important question arises about the future possi- 
bilities of the Farm Credit Administration. The subscrip- 
tion of the capital stock of various agencies working under 
the Farm Credit Administration, by the government, 
and, in addition, the guarantee of more than $2500 million 
bonds by the Federal Government may be justified in 
view of the crisis, the stringency of the money market, 
and the lack of investors’ confidence in private bonds. 
Such a step was necessary to save the farmers from ruin 
in such an extraordinarily difiicult period. However, one 
may ask, will it be possible for the Federal Government 
to disengage itself in years to come, and will the capital 
stock of those institutions be gradually subscribed by 
borrowers, and will eventually the Farm Credit Admini- 
stration become a private corporation or will it continue, 
at least for many years to come, as a state institution 
which will be most sensitive to infiuence?^ 

It is highly desirable that, with the return of normal 
conditions, it should revert to the position of a private 
corporation as originally intended. If the Federal Gov- 
ernment should continue to provide fimds in one form or 
another, “what are going to be the demands made by 
the farmers and voiced by Congress? What opportunities 

(1) Steel-Maitland, Sir Arthur, New America, pa^re 
V (2) Steel'Mf^itland, op. clt. page Hi, 
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on the other hand are placed in the hands of an adroit 
and determined administration? Will he have the power 
to affect the well-being of farmers in a matter in which 
they will be most sensitive to influence?”^ 

It is only time that can answer these questions. In 
the meantime it is earnestly hoped that the Farm Credit 
Administration will become a permanent co-operative 
institution of farmers, immune from all party or political 
influence, and will be administered in the interest of the 
farmers on sound business lines. If any credit institution 
is to succeed, politics and charity must be divorced from 
it. 

There is one apparent contradiction in the whole 
agricultural scheme of the New Deal. While on the one 
hand millions of dollars have been spent in dissuading the 
farmers from cultivating more land and even abandoning 
a part of the land that is already under cultivation, on 
the other hand through the Farm Credit Administration 
generous help has been given to the farmers (in many 
cases at the expense of the tax-payer) to continue their 
cultivation. One would naturally question the advis- 
ability of subsidized credit at a time when it was consi- 
dered desirable to discourage further production. However 
contradictory these provisions may be this much can be 
said to the credit of the New Deal, that the Farm Credit 
Administration is the finest experiment in Agrarian^ 
Banks and we can very much profit by it in India. 

(1) For detailed information about the Farm Credit Administration, 
see my book * ‘Agricultural Credit** op. citf 
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ECONOMIC PROBLEMS OF INDIA 

THE matter contained in the foregoing pages gives 
enough food for reflection to any serious-minded Indian. 
The time has come for us to decide deflnitely as to what 
policy we should follow in self-governing India. The 
greatest handicap from which every Indian student or 
statesman suffers is that there is no adequate data avail- 
able in the country on which he can base his premises 
and draw the right conclusions. It is a matter of extreme 
regret that even Indian students who go to foreign Uni- 
versities generally confine their researches to Indian 
problems instead of studying international economic 
problems. This in itself is a great service to the country, 
but this sort of work could be easily carried on in the 
country itself. The time and money which these students 
waste during their sojourn is a great drain on the country. 
They go there not with the spirit of investigation and 
learning but merely to get degrees. The result is that 
we seldom get any detailed information about the working 
of economic laws and institutions in foreign countries. 
In a recent speech His Excellency the Governor-General 
pointed out the necessity and importance of studying 
international economic problems and it is with this view 
that this treatise has been presented. There is a good 
deal of vague discussion in India about industrialising 
the country and protecting our industries, and thereby 
create a millennium for India. Like all other countries 
here the appeal is seldom to the head and is always to 
the heart. As a matter of fact, the tyranny has gone so 
far that if any Indian economist dares to say something 
against protection he is considered not only unpatriotic 
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but is sometimes branded with some more unjust and 
worse titles. This q>irit is very much to be deprecated. 
As students of economics we must be dispassionate and 
impartial. We should study the facts as they are and 
should not study them to prove our own pet theories. In 
this connection, the remarks of Professor Pigou should be 
carefully read and acted upon by every Indian economist. 
I think no apology is needed for quoting them at some 
length. 

Discussing the difficulties of the economist’s subject 
he observes: “A sound special characteristic of the 
economist’s subject — one indeed that is in large part 
responsible for the situation I have been describing — ^is 
that the economic argument is coming continually to play 
a larger and larger part in partisan political debate. Poli- 
tical partisans — ^I use the term advisedly so that everyone 
can easily withdraw his personal favourite from the 
slanders I am about to utter — ^political partisans, I say, 
are accustomed to decide what they want to do first and 
to seek for arguments in favour of it afterwards. Econo- 
mic reasoning is for them, not a means of arriving at the 
truth, but a kind of brickbat useful on occasions for 
inflicting injury on this opponents. There is a tale of a 
Chancellor of the Exchequer who elected to impose a 
certain duty in one year and in the year following elected 
to remove it. He invited his officials to provide him with 
arguments in favour of that second course of action. 
They were obliged to inform him that in his speeches of 
the year before, in favour of the policy he was now 
reversing, they had already embodied antidotes to all 
the arguments he now required. Hiis attitude of 
political partisans towards economic reasoning puts 
economists in continual danger to which theoretical 
physicists are correspondingly exposed at the hands of 
theological partisans — the danger of attempts at exploi- 
tation. I myself on one occasion had an amusing 
experience of this kind. On a piece of proposed legisla- 
tion that involved a point of economic analysis I had rash- 
ly written something in The Times. The Prime Minister 
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of the day, having been informed, I have no doubt by his 
secretary, that my argument was favourable to his policy, 
delivered a public speech, in which the pronouncement 
of “the great Cambridge economist” was held up to all 
men’s admiration. As it happened, the opinion of the 
Prime Minister’s secretary that my argument supported 
his policy was incorrect, and it became my painfvil duty 
to point this out. Thereupon in this eminent man’s next 
public utterance “the great Cambridge economist” dis- 
appeared and there emerged in his stead that “mere 
academic theorist.” Of course to students with detached 
minds this kind of thing is entertaining and quite harm- 
less. But to a yoimg man the ambition to play a part in 
great affairs is natural: and the temptation to make slight 
adjustments in his economic view, so that it shall conform 
to the policy of one political party or another, may be 
severe. As a conservative economist or a liberal econo- 
mist he has much more chance of standing near the centre 
of action than he has as an economist without adjectives. 
But for the student to yield to that temptation is an 
intellectual crime. It is to sell his birthright in the 
household of truth for a mess of political pottage. He 
shotdd rather write up for himself and bear always in 
mind Marshall’s weighty words: ‘Students of social 
science must fear popular approval; evil is with them 
when all men speak well of them. If there is any set of 
opinions by the advocacy of which a newspaper can 

increase its sales, then the student is bound to dwell 

on the limitations and defects and errors, if any, in that set 
of opinions; and never to advocate them unconditionally 
even in an ad hoc discussion. It is almost impossible for 
a student to be a true patriot and to have the reputation 
of being one at the same time.’^ 

A fundamental defect in the Indian system of educa- 
tion is that we are seldom taught to think for ourselves. 
We cram without imderstanding and consider the printed 
word as something sacred. When I was appea ring for 
one of my examinations in India, in answer to one ques- 

(1) Pigou, A. 0.» Economics in Practice, pp. 8-11. Six Lectures 
on Current Issues. 
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tion I pointed out the great defects in the protective 
system. Even in my earlier days I had a great hunger 
for knowledge and I used to read books dealing with 
various coimtries and what I wrote in this paper was 
mainly based on my readings dealing with the effects of 
protection in Australia and America. When we came 
out of the Examination Hall and we compared our 
answers I was ridiculed by my fellow students for writing 
against protection and they told me that I was bound 
to fail because my answer was incorrect. This is the 
spirit in which an ordinary Indian student is brought up. 
He writes what he is told by his professors. Unfortunately, 
independent thinking is highly discouraged. This is the 
greatest defect in our educational system. It may sound 
irrelevant to discuss our educational system in discussing 
the economic problems of India but it has a great bearing 
on these problems. These students become the future 
statesmen and politicians of the coimtry and are 
responsible for moulding the destiny of the country. 
If they are not trained properly and their intellectual 
faculty is not developed for independent thinking 
the nation cannot achieve greatness. We must learn 
the fundamental principle of democracy, that is to 
tolerate and to appreciate differences of views. We 
must examine the arguments advanced by any other 
person not in the spirit that what he is saying is wrong, 
but in the spirit that there may be something 
in it. Due to propaganda and defective thinking 
in India notions about certain economic problems 
have become so rigid that a man who dares to 
say something against those notions is always liable to 
incur unpopularity. But the path of a reformer is never 
smooth. It is the duty of the younger generation and 
younger economists in India to study these notions dis- 
passionately. The world is moving so fast and things are 
changing so rapidly that unless we keep pace with the 
events that are happening in other parts of the world 
we cannot do any great service to our own country. Now 
our Indian students have a very limited knowledge of 
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what is happening in other fields. In the present essay 
my whole aim is to present some facts relating to leading 
countries of the world and to leave the readers to draw 
their own conclusions. 

The Future Economic Policy of India 

What should be the future economic policy of India? 
This is a question which I shall try to answer briefly, as 
to deal fully with a question like this would in itself 
require a separate volume.^ 

The first and foremost question is the Indian Tariff 
Policy. The Fiscal Convention of 1921 granted full 
powers to the Indian Government to adopt its own fiscal 
policy. We have seen that this has not been a mere con- 
cession on paper but actually India during the last fifteen 
years has been pursuing a policy in many cases opposed 
by Lancashire and other British interests. Now that this 
Convention has been established and more and more 
powers will come into the hands of the Federal Parlia- 
ment where the officially nominated element will dis- 
appear with the advent of the new constitution, and 
increasing powers will come to the Indian Cabinet, this 
power will become very formidable. In the interest of 
the country it is highly desirable that we should study 
the achievements of this policy during the last twelve 
or thirteen years and in the light on this experience we 
should formulate a definite policy for the future. Great 
hope has been pinned on protection for solving the 
economic problems of this country. In certain quarters it is 
considered that if we adopt a whole-hearted policy of 
protection to develop our industries, we shall be able to 
remove the poverty of the Indian masses. Shall we? The 
working of the past sixteen years does not give us much 
encouragement in this direction. The results of protection 
have not been as satisfactory as was originally contem- 
plated. In reply to this it is answered that this is due to 
the half-hearted policy of protection adopted by the 
government. If the policy had been followed vigorously 

(1) At present I am engaged in studying at some length the Economic 
Problems of Indian Agriculture where all relevant matters will be discussed 
more fully. 
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our achievements would have been greater. But I have 
my doubts. Anyway, the data available does not give us 
any hope or encouragement to think that if the policy 
had been followed more vigorously the results would have 
been more encouraging. The immediate effect of a higher 
tariff is generally an increase in price. In a country like 
India where the poverty of the masses is proverbial there 
is a limit to which prices can be raised. The burden 
already imposed on the consumers has been rather too 
heavy for them to bear. Various Tariff Boards have taken 
increasing pains to show that the effect of individual 
protection has not been heavy on the consumers, but we 
must not forget that although the effect of protecting 
individual industries may not be heavy, the cumulative 
effect of all those protective tariffs is very considerable. 
Not only che interest of consiuners should be taken 
into consideration in this connection but the interest of 
Indian producers should not be neglected. In India 
we depend a good deal on our favourable balance of 
export trade. We export more than we import. Our export 
industries have to bear the bnrnt. If oiu: cost of 
production is higher we shall be in a weaker position for 
competing with other countries of the world. It is 
interesting to note that while the entire Indian Press is 
full of propaganda and complaints against the present 
ratio of exchange, and it has been said that the Indian 
rupee is overvalued and places an Indian producer in 
a rather awkward position competing with other coun- 
tries, it has never been suggested that these higher tariff 
duties equally impose a heavier burden on the Indian 
producer and lessen his ability to compete in the foreign 
market. This is not the experience of India alone but this 
is also the experience of many other coimtries too. The 
Committee of Economists appointed by the Prime Minister 
of Australia in 1929, reported that as a result of protec- 
tion, export industries have been hard hit and 10 per 
cent, burden was imposed on them.^ It is alseo interesting 

(1) **Our surplus resources available to subsidize industry are limited 
and will not stand any greater strain than that imposed by the present tariff/* 
Tha Australian Tariff. An Economic Enquirr. 
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to note that since the depression, Australia has realised 
its mistake and there has been a trend towards lowering 
its barriers. The same thing happened in the U. S. A. 
The present Democratic Administration has pledged itself 
not to raise further tariff barriers. American exports, 
especially the exports of agricultural products have suffer- 
ed very heavily owing to the higher tariff walls that 
exist in the U. S. A. As a matter of fact one of the main 
causes of the present economic depression and the worse 
lot of the American farmers has been caused by the 
American tariff policy. It has prevented foreign goods 
from entering the American markets and thereby has 
compelled foreign countries to develop their own 
resources. Thus the American farmer has lost more than 
the American manufacturer has gained. It is a general 
belief in India and also abroad that in America there has 
been no protest against these high tariffs, or rather aca- 
demic opinion is favouring this. Nothing is further from 
the truth. When the Hawley-Smooth Tariff Bill was 
pending in 1929, over 100 Economists representing 46 
States and 79 Universities of the U. S. A. presented a 
petition to Congress in which they protested against these 
high tariffs. 

Tariffs and the Political Conflict 

When we advocate the use of tariffs and protection 
in India we must not forget the effects of such a policy 
on the various Provinces. If tariffs develop industries 
we may find that industrial provinces may be of one 
accord and favour tariffs. But what about the pre- 
dominantly agricultural provinces like the Punjab and 
the U.P. The Provincial confiict is bound to arise. How- 
ever we may condemn provincialism, dissatisfied 
provinces will be a serious threat to a “United India” — a 
threat which no serious minded person can take lightly. 
The immediate' question would arise as to why the Punjab 
should suffer for the benefit of Bombay industries. We 
can hardly achieve both industrial development and 
satisfaction of the country as a whole. There is every 
likelihood that if our protectionist policy is pushed too 
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far, the other countries to whom we export will retaliate. 
The Punjab products will suffer from retaliation in 
foreign countries. This has already happened. Take the 
case of cotton. The Cotton industry needed protection 
and once it was given protection it was not satisfied with 
half-hearted measures. It was advocated on behalf of 
the cotton industry that competition from other coun- 
tries was becoming so severe that it needed higher and 
higher protection. As a result the burden of protection 
became so heavy that it became almost impossible for 
Japan to send her goods to India. When the India 
Government imposed certain restrictions on the import 
of Japanese cotton cloth, Indians were happy that now 
they would be able to develop their own cotton industry. 
But higher tariff meant that the Punjab peasant had to 
pay a higher price for his cloth. So he was hit. If it had. 
been left at that, the matter would not have been so 
serious. But Japan threatened to boycott Indian cotton, and 
to his great dismay the Punjab peasant found that there 
was little demand for his cotton. He was getting less and 
less for his cotton and was paying more and more for his 
cloth. Finally the situation became so serious that the 
Government of India had to negotiate with Japan, 
similar situations are bound to arise if this policy of high 
tariffs is pushed too far. What will be the reaction of 
this situation on various political parties? If we find that 
due to our heavy tariffs, our goods are threatened in 
foreign countries our position will become far from 
comfortable. In this connection I would like to disillusion 
most Indians. We in this country are prone to think that 
raw materials are indispensable to foreign countries and 
India is in a very favourable position as its exports con- 
sist mainly of raw materials. As a matter of fact there 
is a popular belief in the country that our export products 
are an essential requisite for foreign nations, and they 
cannot dispense with them. Not only this, but the man in 
the street thinks that if we stop our export of wheat to 
England, English people will starve and if we stop the 
export of our cotton, Lancashire industries will close 
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down. The truth is far from this. As a matter of fact 
during recent years India has been a net importer of 
wheat. Indian export of wheat does not play any 
important part in the export trade. We produce hardly 
enough for our own consumption. Similarly in cotton 
we have serious rivals and the truth is that Indian cotton 
is not appreciated in foreign countries owing to its low 
quality and the very primitive way in which it is 
marketed. No doubt we have a monopoly of jute, but there 
is a wide movement towards bulk handling of wheat and 
other products, which must curtail the demand for jute. 
Even in tea we find that various other colonial countries 
are becoming more and more formidable rivals and simi- 
larly in other products we are facing increasing competi- 
tion. The position of the Indian exporter is not as strong 
as it was, say twenty years ago, when there was no serious 
competition. We must bear in mind these important facts 
and the necessary repercussions which are boimd to follow 
if we push our policy of protection too far. It is bound 
to react on our export trade. We cannot both have our 
cake and eat it. If we are buying less we shall be selling 
less. In this connection the observations of Professor 
Taussig are interesting. He says, “If there are less 
imports, there will be less exports, and labour, if employed 
more in the new way is employed less in the old.”^ 
There are very few countries in this nationally conscious 
world which will be prepared to buy from us irrespective 
of the fact whether we buy from them or not. 
“ The probable effect of selective protection is to divert, 
not to add to, the country’s economic activities. The 
expansion of the protected industries is balanced by the 
contraction in the predominantly export coimtries.’’^ 

It will pay those of us who always maintain that we 
have the interests of the Indian farmer at heart, to study 
this matter dispassionately and I am sure the only con- 
clusion that we shall be able to draw is that if we start 
developing our industries and curtailing our imports, our 

(1) ^nsBig. Principles of Economics, Volume I. pp. 610-11. 

(2) Professor Henry OUy. The Post War Unemployment Problem. 

page. 116 . 
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exports are bound to suffer and with it the interests of 
the farming classes. Taking the case of sugar, we find 
that as a result of our very much reduced imports from 
Java, Java takes much less from us than it used to. 



Imports from 

Exports to 


Java 

Java 


(in thousands of Rupees) 

1930-31 

. . 10,34,17 

2,58,69 

1931-32 

. . 4,84,72 

1,70,90 

1932-33 

• . . . 3,73,50 

70,70 

1933-34 

2,38,90 

44,88 

1934-35 

1,90,68 

48,54 

Exports to 

India from the Dutch East Indies 


Value in 000,000 Percentage of 


Gulden 

Total Exports. 

1930 

. . 133 

11.5 

1931 

58.1 

7.8 

1932 

38.3 

7.1 

1933 

24.2 

5.2 

1934 

19.5 

5.0 

Imports from India into the Dutch East Indies 


Value in 000,000 Percentage of 


Gulden 

Total Imports. 

1930 . . 

61 

7.3 

1931 

29.8 

5.5 

1932 

17.4 

4.7 

1933 

11.2 

3.5 

1934 

7.9 

2.7 

The experience of the U. S. A. in 

this connection 

should afford a great lesson to us. Owing to the policy 


of high tariffs which was vigorously followed after the 
War, American agriculture has suffered tremendously. 
The results of these barriers are admirably summed up 
in a report to the Senate which deals with international 
trade barriers in regard to American agriculture.^ 

The plea which is very often put forward that pro- 
tection will lead to more and more employment in the 
country and will solve the problem of unemployment 


(1) op. cit. 
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does not bear closer scrutiny. As a matter of fact an 
immense amount of literature is available to show that in 
the long run protection does not encourage employment. 

If India were to produce all the manufactured goods 
which she requires, she would still have to export some 
produce in order to meet her foreign obligations and huge 
amount of home charges, etc., and also, owing to our love 
of white and yellow metals, we shall have to export our 
products in order to get these metals. In view of the 
restrictionistic policy adopted by various governments 
it will be increasingly difficult for India to find outlets 
for her goods if she herself start a restrictionistic policy 
by shutting the door on the produce of foreign countries. 
But even if it is admitted for the sake of an argument 
that this course is possible, still there will be a serious 
problem for us to tackle, that is, what will be the fate of 
those who depend on the export trade? If some increase of 
employment does occur in the manufacturing industries 
the unemployment created in the export industries will 
outstrip the employment in the manufacturing industries. 
In his speech to the Legislative Assembly in March, 1936, 
Sir James Grigg the Finance Member remarked. “ If all 
India’s needs of manufactured goods were supplied from 
her own factories the additional number of people 
industrially employed would be negligible, while the 
number thrown out of employment and the losses to 
producers owing to our inability to export which our 
refusal to import would cause would be disastrous.” In 
this connection Mr. Keynes remarks “ Contemporary 
experience of trade restrictions in the post-war Europe 
offers manifold examples of ill-conceived impediments 
on freedom which, designed to improve the favourable 
balance, had in fact a contrary tendency.” “ And finally, 
a policy of trade restrictions is a treacherous instrument 
even for the attainment of its ostensible object, since 
private interest, administrative incompetence and the 
intrinsic difficulty of the task may divert it into producing 
results directly opposite to those intended.”! 

(1) Keynes Jt Mi General Theory of Employment pp. 338*89, Interest 
und Money, 
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If we adopt a whole-hearted policy of protection and 
an increasing number of industries are brought imder 
the shelter of tariff barriers, we shall be faced with two 
most serious and difficult problems. (1) The effect on 
the consumers. (2) The effect on the budget. The 
poverty of an Indian ryot is proverbial. With the exception 
of China our national income is perhaps the lowest 
in the world. Although owing to the warm climate and 
the extreme fatalism of our people our wants are strictly 
limited even then we find that millions of people, if not 
actually starving, are really underfed and underclothed. 
I am not talking about the illiterate people and other 
workers, but even if we take the educated classes, the 
salary which is given to the clerical staff is barely enough 
for these people to make both ends meet. Now we shall 
have to see what effect protection will have on these clas- 
ses of society. It is a recognised principle of taxation that it 
should be progressive in its character, i.e. the richer people 
should contribute more and the poor people should 
contribute less. The taxation system of a country, it is 
generally recognised, should be devised in such a way that 
its impact on the richer classes should be heavy and on 
the poorer classes it should be as little as possible. But 
does that apply to India? Unfortimately it does not. 
In India a large part of our revenue is raised by means 
of indirect taxation which is contrary to all the sound 
canons of taxation. The effect of our protectionist regime 
on the Indian consumers has been pretty severe. The 
trend of our tariff policy has been upward. Until 1915 
the general rate of tariff was only 5%. Due to exigencies 
of the War it was raised to 7i% in 1916. But the after- 
math of the War necessitated a rise to lli% and the 
further depression of the twenties compelled us to 
increase it to 15% in 1922. Since 1922 the Fiscal 
Convention has given a right to the Indian Gov- 
ernment to impose protective duties and the 
general rate of duty today is more than twice 
as much what it was in 1922. Almost all conceivable 
necessaries of life are taxed, with the result that the 
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consumer has to bear a much heavier burden now than 
he bore in 1916. There must be a limit to this burden 
and I think all the available signs point to the fact that 
it has reached the saturation point. This increased 
burden of indirect taxation is not only imposing a heavy 
burden on consumers but is also handicapping our 
exporters, as I have already pointed out. It might have 
increased employment all round the industrial areas but 
it has certainly reacted and has created unemployment 
in the rural areas. Class warfare is bound to arise if 
no immediate action is taken. In this connection it will 
be instructive to look aroimd and see what is happening 
in other countries of the world. 

Recently we read in the papers that there was a 
tendency in some Australian states to split up the 
commonwealth. The agricultural states seriously 
protested against the policy of high taxation through 
tariffs which was handicapping Australia’s export 
industries. The matter went so far that Western 
Australia which is primarily an agricultural state, 
sent an ultimatum to the Commonwealth and presented 
a petition to the Parliament in Great Britain requesting 
that Western Australia should be allowed to secede 
from the Commonwealth as she was being exploited in 
the interests of Eastern manufacturs. The repercussions 
of such a split are very serious and afford a great 
lesson to us in India who are going to embark on 
such a programme. We who are just in the midst 
of forming a nation must safeguard the Indian 
Commonwealth from disintegration, a split, and un- 
pleasant consequences of the rivalry between the 
various provinces. Taking the case of Canada, we find 
that the Western Provinces have launched a campaign 
against the Eastern Provinces and are threatening the 
solidarity of the Canadian Federation. If we continue our 
policy of high tariffs the situation is bound to arise when 
we shall see severe bickering between industrial and 
agricultural provinces. The signs of discontent are already 
apparent. It is time for us to learn from the lessons 
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of Australia and Canada. All over the British Empire 
there is a tendency on the part of the agricultural 
interests to threaten the manufacturing interests. In 1933, 
Sir William Hunt, Representative of the Meat Control 
Board, giving his evidence before the Royal Commission 
on Tariff in New Zealand went so far as to suggest that 
New Zealand for customs purposes should be made a 
coimty of England and advocated a free trade between 
England and New Zealand. This sort of situation as I 
have already said is bound to arise in India sooner or 
later. 

The second important point which we have to 
consider is that of the effect of protection on the budget 
of the Government of India. The major part of 
Government’s revenue is derived from custom duties, 
but if the custom duties are appreciably increased there 
is bound to be a decline in the custom revenue. Here we 
shall take the case of the sugar protection and show the 
decline in the custom revenues from sugar due to heavy 
protection. 

Customs Revenue from Sugar^ 


1930-31 


(in 

’000 of Rs.) 

. 10,78,97 

1931-32 



. 8,10,07 

1932-33 



. 6,84,79 

1933-34 



. 4,72,04 

1934-35 



. 3,81,34 

1935-36 



. 3,24,15 

Excise Revenue from Sugar 
1934-35 


97.22 

1935-36 

• • 

• 

. 1,58,82 

This table requires no comments. 

The custom receipts 

from sugar fell down 

from 

over lOJ crores of 

Rupees in 1930-31 to 

about 

3i 

crores in 1935. 

If we face a similar 

fall all 

round how are we 


to provide revenue to meet the expenditure? The 
general answer to this questi on is that the Indian 

(1) Tke Indi»n Tariff Policy— by Bhaskar N. Adarkar, page 74. 
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Administration is top-heavy and the country cannot afford 
such an expensive administration. No doubt our 
superior services are rather top-heavy but at the same 
time we must also admit that our inferior services are 
scandalously low paid. If we are going drastically to 
reduce the number of superior services and the 
emoluments of those services there is bound to be a 
demand for higher payment and an appreciable increase 
in the emoluments of the inferior services. If India is 
said to be the highest paid country for higher services 
it is one of the lowest paid country for the lower classes. 

Changing Arguments of Protectionistic School 

It is interesting to see how the arguments of the 
Protectionist School change from time to time. Alexander 
Hamilton, who is frequently cited as the father of the 
Amercican tariff system, is said to have admitted frankly 
that the tariff is a bounty to special interests. He 
believed and frankly said that the way for a government 
to succeed was to align itself with the “moneyed 
interests ” of the country. But those were the days when 
the common men did not have the vote, and it was feasible 
under such circumstances for a statesman openly to 
advocate such a system of democratic government. 
Early in the nineteenth century suffage was extended 
to include the common propertyless man, and with 
it came a change in the type of arguments which 
were used in favour of the tariff system. It suddenly 
came to be solely for the benefit of the common man. 

“It is like a manna in the wilderness of the tariff 
controversy to see how the protectionists convert old argu- 
ments to new uses. We used to need tariffs to protect our 
“ infant ” industries. But lately, the protectionists argue 
that our full-grown, strong industries need protection 
from foreign infant industries. In the course of the 
debates on the Hawley-Smoot Tariff Bill, Senator Walsh, 
Massachsetts, after pointing out how the shoe industry 
developed in this country without the aid of a tariff, 
argued that as countries with lower standards of living 
.learned our technique and began to establish shoe 
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manufacturing industries it was our duty to protect 
om organised shoe manufacturing industry from these 
foreign infant industries.”^ 

Scores of other such examples could be easily quoted 
from the experience of other coimtries. We have just 
begun this game and it is well for us not to play it so 
seriously as to form a regular habit of it. Vested interests 
if once created are very difficult to abolish. A reference 
has already been made to that effect about the sugar beet 
subsidy in England. The English Government has so far 
spent over 40 million pounds in subsiding beet sugar. 
The Royal Commission which was recently appointed to 
investigate into the matter definitely recommended the 
abolition of this subsidy but the government was faced 
with such opposition from vested interests that it 
could not do so. This is the time for us in India to learn 
from the experience of others. 

The belief that protection can solve all the economic 
problems of India and help the country towards indus- 
trialisatioin, would have been true perhaps twenty years 
ago. But the present system of Government Economics 
which has already been discussed has introduced so many 
novel and rigid measures that in contrast to them 
protection looks quite an innocent measure. Supposing we 
embark on a whole-sale programme of bold protection, we 
shall soon find to our dismay that it will not suit us. 
Protection cannot be any remedy against the import from 
countries where the cimrency is depreciated. So in order 
to safeguard our interest we shall have to depreciate our 
own currency. But even depreciating currency is no 
remedy against subsidised exports. In order to check 
subsidised exports, we shall have to enter into other 
restrictive measures and the consequences of all these 
will be that we shall find ourselves in a muddle, the 
effects of which have already been discussed in the 
previous chapters. 

Protection and Industrialisation 

Th e preponderate majority of the Indian population 

(1) Quoted by Smith — Planning A The Tariff, op. cit. 
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depends for its livelihood on the tilling of the soil. In 
a vast country like India where nature is not so bountiful 
and the major industry of the country is exposed to 
various risks, it has been alleged that we should develop 
our industries in order to create a balance and to diversify 
our resources of production. Industralisation of a coimtry 
both from economic and other considerations is highly 
desirable. No one will dispute the dangers to which our 
major industry is exposed and the desirability of utilising 
the resources of the country in such a way as to increase 
the national income and to create more social welfare and 
happiness. A country like India, which has a very 
enormous market within its own doors and is a supplier of 
various raw materials is particularly suited for industrial 
purposes. The only difference of opinion that can possibly 
exist is not whether the country should be industrialised 
or not, because on this point the nation is unanimous that 
it should be industrialised, — ^but as to how this should be 
done is a matter on which genuine difference of views 
exists. The sooner we form some definite policy in this 
regard the better for the country. The popular belief 
is that the easiest and quickest way to industrialise the 
country is by protecting Indian industries and by embark- 
ing on a wholesale programme of protection. The pre- 
sent policy of discriminating protection is considered 
inadequate for developing the resources of the country. 
This argument cannot be lightly ignored in India as it 
has been advocated by eminent Indian economists. 
Professor Vakil says “That we should have a policy of pro- 
tection unhampered by any conditions, comprehensive 
in its application, designed to develop industries large 
and small, existing and potential, both for the home and 
the foreign markets, with a procedure which shall flitn 
at a rapid industrialisation of the country; accompanied 
by suitable and effective arrangements to see that the 
gains of such development are mainly enjoyed by the 
nationals of the country.” He further remarks “In order 
to have maximum protection, the policy should be com- 
prehensive and embrace all possible industries, large and 
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small, existing and potential, for which a reasonable field 
is available. This means that it should not be restricted 
by any kind of limitations now in vogue such as the 
condition that the industry should be such that it would 
eventually face world competition wtihout protection.”^ 

We should not have disputed with Professor Vakil 
if he had advocated such sweeping and thorough protec- 
tion for the coxmtry in order to make India a self-sufficing 
unit without any trade relations with other countries of 
the world. Neither would this view have been a novel 
one because such a policy is being practised by many 
leading European countries like Germany and Italy. But 
we certainly find this argument rather inconsistent and 
meaningless when we find that Professor Vakil also has 
in mind that we should develop industries not only for 
supplying goods to our own coimtry but also for the 
foreign markets. One wonders how a coimtry is to export 
its products to foreign countries if the cost of production 
in the home country is much higher than in other coun- 
tries and we are protecting industries because we in 
our own market cannot compete with foreigners. Even 
those industries in India which have been given protection 
after due consideration of the three principal factors 
which were recommended by the Fiscal Commission, viz. 
(1) Industry should possess natural advantages such as 
abundant supply of raw materials, cheap power, a suffi- 
cient supply of labour and a large home market, (2) 
without the help of protection, either the industry is not 
likely to develop at all or it is not likely to develop 
so rapidly as is desirable in the interests of the coimtry; 
(3) shall eventually be able to face competition without 
protection; are not able to supply us with their products 
at a price which is substantially higher than the world 
price. Taking the case of sugar, we find the cost of 
production of sugar in India is much heavier than in 
many other countries. The followng table shows the 
cost of production in the different countries. 

(1) Industrial Policy of India, pp. 68*66 and pp. 48*49. Professor 
0. N. Vakil, and M. 0. Munshi. 
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Cost of production: — 

Rs. per maund. 


Java 

• • 

. . 3.92 

Cuba 

• • 

. . 4.05 

Fiji 


. . 5.92 

British West Indies 


.. 5.96 

Hawaii 


. . 6.53 

India 


. . 7.56 

South Africa 


. . 7.58 

Germany 


. . 7.65 

Formosa 


.. 8.46 

U. S. Beet 

• • 

. . 9.00 

Australia 

• • 

. . 11.09 

Argentina 

• • 

. . 11.70 


The price for first grade sugar manufactured^ 
in Cawnpore factories is Rs. 8-6-0 per maund, i.e, Rs. 11-6-0 
per cwt. while the price of Java sugar at the same time 
was Rs. 4-6-0 per cwt. This means that the Indian con- 
sumer is to pay Rs. 7 more for every cwt. of sugar made 
and sold by Indian factories than he would if protection 
was withdrawn.^ 

If like sugar we produce various other innumerable 
commodities in India under the shelter of heavy tariff 
walls, what will be the effect on consumers? The 
natiural result will be that demand for such commodities 
will have to be curtailed as there does not seem any possi- 
bility of increasing the purchasing power of the consumer 
as rapidly as the cost of production would rise in the 
thorough protective system. The result would be that 
India would be a loser rather than a gainer by following 
this policy. 

If we are to develop our industries, and it is highly 
desirable that we should, we ought to study the 
matter more dispassionately and more thoroughly. It is 
highly desirable that we should first set our own house 
in order. The present state of affairs is far from satis- 
factory. Indian industries are not so much in need of 

(1) The Indian Tariff Policy. Bbaskar N. Adarkar. p. 78. 

, (2) For details see Indian Tariff Policy. B. N. Adarkar. chan. II. 
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protection as they are in need of proper organisation 
and scientific management. It is very deplorable that the 
management of the Indian industry as a whole is far 
from satisfactory, and the system of marketing is nothing 
more than primitive. There is no co-ordination and no 
proper control. In the previous pages more than once 
we have definitely pointed out the dangers of State 
Control but it should not create an impression on readers 
that we are entirely against any interference by the 
state. There are certain functions for which the state is 
very much suited and the results achieved would be 
very desirable. For instance, the state can do a lot by 
co-ordinating the industrial policy by way of creating 
facilities for better marketing and by providing 
commercial bureaux and better statistics. A good deal of 
beneficial work has been done by amending the antiquat- 
ed Indian Companies’ laws but still something more can 
be done in that connection. I very well realise that by 
the mere passing of the laws nothing could be achieved, 
and if results are to be lasting the initiative must come 
from within. It is all the more desirable that the state 
should follow a persuasive policy and should create faci- 
lities for industrial education, and create some Advisory 
Boards for advising Indian Industries. I am sure if proper 
attention is devoted in this direction we can dispense 
with high tariffs to quite a considerable extent and 
achieve the desired end. If certain industries are in 
need of help, especially the key-industries, it is more 
preferable that they should be directly subsidised by the 
state. The policy of subsidising is certainly preferable 
to a policy of protection. In the case of subsidising 
better control can be exercised and the accovmts can be 
watched more carefully than in the case of protection. 
Unlike protective duties it is not regressive in its 
incidents and its burden is not unequitable. The public 
is more likely to take a keen and intelligent interest in 
industrial matters when it knows the definite amoimt of 
subsidies given than imder the system of protective 
tariffs. 
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To my mind even more important than bounties is 
the rationalising of Indian industry and managing it on 
scientific bases. The internal economies in the case of 
Indian industries are much more important than the 
external economies. The present policy of Indian 
industries to pay high dividends to the investors without 
accumulating adequate reserves should be definitely 
discouraged. We find that during the Great War the 
Indian Cotton Industry was booming. It ^ said 
that certain concerns declared dividends to the 
extent of 500 per cent. If those dividends had been 
properly utilised the condition of the cotton industry 
would not have been as bad as it is now. Even taking 
the recent case of sugar, we find that some sugar 
companies have declared a dividend as high as 65 per cent. 
— a thing generally unheard of during the depression 
period in other countries. The natural result of such a 
policy has been that a hot house growth of companies 
has come into existence with the consequence that the 
cost of production of sugar is very high in India. 

Marketing 

The marketing of Indian products is far from per- 
fect. We find that they have no specific grades or any 
marks by which they are sold. iVaudulent practices are 
fairly common and the consumer has no criterion by 
which to judge the value of most of our products. Even 
in the export markets the general complaint is that Indian 
products are marketed in a very primitive way and this 
naturally discourages the demand for Indian products 
abroad. Even in the country we find that there is no 
standardised system of marketing. A lot could be done 
in this connection. Also in popularising Indian exports 
abroad we should embark on extensive publicity and 
propaganda. This is an age of propaganda and we should 
make the very best use of it. We find that most colonial 
and dominion countries are ending huge sums of money 
in order to popularise their products in the British 
markets. It is very desirable that we should follow this 
useful example. In the country itself if we can have some 
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sort of standardised products it will facilitate consumers 
in making their choice and will make shopping a far less 
hazardous and risky job. 

Developing Small Scale Industries 

In my opinion the future policy of India should be 
directed toward developing medium size and small scale 
industries rather than large scale industries. There are 
various industries that are connected with agriculture 
which could be easily developed. This will not only 
rapidly industrialise the country, but will also provide a 
subsidiary occupation to our farmers who find that they 
cannot fully employ their time in agriculture. There is 
no reason why we should not develop a dairy industry, a 
fruit preserving and truit<>canning industry. Jam-making 
and various other allied industries might be started. I 
think if proper steps are taken we can easily export these 
products to various other countries. The future solution of 
India lies not in developing a few large scale industries 
in one or two provinces but by encouraging small indus- 
tries all over the country. In this connection the experien- 
ces of Japan should be of special benefit to us. Japan 
even to-day is a home of small and medium sized 
industries. But the Japanese system of marketing is so 
perfect that they have been able to achieve all the 
advantages of large scale production. 1 will take the case 
of the hosiery industry to explain my point. In 1931-32 I 
was conducting a survey into the hosiery industry in the 
Punjab. Wherever I went I heard general complaints 
that the hosiery industry was experiencing severe 
competition from Japan and Indian manufacturers were 
not able to compete with the Japanese hosiery products. 
The main reason which was advanced was that wages in 
Japan were lower than in India. I think this is rather 
misleading because the general level of wages in Japan 
is certainly much higher than the general level of wages 
in India. It led me to enquire into the condition of the 
hosiery industry in Japan and I found out that the 
Japanese hosiery industry was being run on a small scale, 
but their system of marketing was far more effective 
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than the system of marketing of hosiery products in the 
Punjab. 

The Japanese Hosiery Industry 

A big association in Tokyo owns a large number of 
small hosiery machines. Electric power is very cheap 
in Japan and these machines work with electricity. 
This association lends its machines to Japanese farmers 
and other workers who live in the villages, and are 
prepared to work according to the instructions received 
from this association. Through this centralised organisa- 
tion all small scattered farmers are working on a definite 
plan and according to certain standardised patterns. 
These workers can afford to charge lower wages because 
they use it as a subsidiary occupation. Women and 
children are also employed in this work during their 
leisure hours. The products of these scattered workers 
are collected and graded and standardised by experts in 
Toyko and instead of this stock being sent imgraded it is 
branded with certain specific trade marks and carries the 
guarantee of this association as to the genuineness of the 
product. Thereby Japan is able to supply the hosiery 
needs of the world at much cheaper rates and more 
effectively. While in the Punjab, especially in Ludhiana 
which is the home of the hosiery industry in India, I foimd 
that all sorts of workers were working on their own, 
without co-ordination. There were no standardised pro- 
ducts and there was no definite plan on which they 
worked. The result was that they were producing 
different sorts of products and the purchaser was 
bewildered as to what to choose. This was in my opinion 
the main cause why the Punjab hosiery manufacturers 
were not able to compete with Japanese hosiery. If as in 
Japan, for instance, there had been a Central Hosiery 
Board in Ludhiana, it could have standardised the 
Ludhiana hosiery and could have achieved various 
economies by large scale buying and co-operative market- 
ing. It could have distributed small hand-machines to 
people outside Ludhiana, to weavers and farmers who 
could employ themselves in their leisure hours, and 
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thereby the wages that they would have to pay to these 
workers would have been much less than would other- 
wise have been the case. At the same time it would have 
benefited the farmers because they could have usefully 
employed their leisure hours and thus the purchasing 
power of India would have been raised, thereby enabling 
the country to consume more. The Central Association 
could easily standardise and grade the hosiery products, 
which could be easily sold with the name of that associa- 
tion which would carry more conviction with the con- 
sumer, as they would have purchased certain brands with 
which they would have been familiar. I have made 
personal enquiries about various other small industries 
and I have found out that it is not the manufacturing 
difficulties which the people face but the marketing 
difficulties. The small producer has hardly any capital 
to carry on his production and he is unable to bear the 
risks that are involved in stocking and selling. If we 
could develop our marketing system, the country could 
be industrialised far more quickly and at much less cost 
than by following a system of heavy protection. 

The Trade Policy of India 

Now that we have considered some aspects of the 
Tariff Policy of India, we shall naturally ask ourselves 
what trade policy should we adopt? Indian opinion 
as expressed through the Legislative Assembly seems to 
be infiuenced by events in European and other foreign 
countries and favours the idea that we should discard our 
traditional policy of most favoured nation class treaties 
and should arrange to enter into bi-lateral pacts with 
other countries in order to increase our international 
trade. The theoretical aspects of bi-lateral trade agree- 
ments and clearing agreements have been already briefly 
discussed in the third chapter and now before discussing 
the technique of bi-lateral pacts and the possibilities of 
using them for India’s advantage, we shall first acquaint 
ourselves with the trade position of India as compared 
with the various countries of the world, and see what we 
can gain by entering into bi-lateral trade agreements. 
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India’s Foreign Trade 

The declining balance of India’s trade during recent 
years has aroused a good deal of interest in the country 
and a desire to examine the situation, find out its causes 
and remedy them. Without going into any detailed data 
and examining the particular causes, it can be said with- 
out any fear of contradiction that a good deal of the 
decline was due to causes which were affecting 
international trade owing to world wide depression, to 
remedy which was beyond our individual control. What- 
ever may have been the disadvantages of this great slump 
it has served one useful purpose, that is, it has aroused 
us from our slumber, and has created an interest in the 
country in studying the international situation. Until 
lately a favourable balance of trade for India was always 
taken for granted and with the innocence and obstinacy 
of a school-child it was believed in this country that in 
the markets of the world there is always a demand for 
raw materials, and India being a raw material producing 
country was considered to be in a better position with 
regard to the export of its products to the markets 
abroad, as it was presumed that there would always be a 
demand for them. But is there? Post-war experience is 
telling us a different story. The remaking of the map of 
Europe after the War, which splintered Europe and 
created many new states, added new custom unions and 
created new currencies, and acted as a great barrier to 
international trade. These difficulties would not have 
been insurmountable and the world would have become 
accustomed to these new obstacles provided the economic 
forces had been left to themselves to work out the solu- 
tion. But this did not happen. Instead, the barriers 
increased and the rapid growth of ^onomic nationalism, 
which in itself owes its existence and expansion to the 
rise and development of the nationalistic spirit all over 
the world, further accentuated the difficulties. And it is 
in the light of these circumstances that we have to 
determine our trade policy. 
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The Direction of Indian Trade 

The Review of the Trade of India in 1935-36, pub- 
lished (December 1936) by the Department of Commer- 
cial Intelligence and Statistics in India provides a vast 
amount of very useful data in showing the direction of 
India’s overseas trade. The one inevitable trend that is 
visible through all available figures is that inter-Empire 
trade is growing while trade with Europe is gradually 
declining. 

The following table shows our import and export 
trade with various countries of the world during recent 
years. In order to show the phase and course of our 
trade pre-War figures have also been included: — 



194 


THE STATE AND ECONOMIC LIFE 


from the United Kingdom. The causes are not far to 
seek. Since the War we have been trying to develop our 
own industries and are now manufacturing those articles 
which we previously used to import. Cotton goods and 
iron are conspicuous examples. As a result of our steady 
decrease of imports from the United Kingdom the 
balance of trade which used to be highly against India is 
now correcting itself and in 1935-36 we imported just as 
much as we exported, viz., Rs. 52 crores. Another inter- 
esting fact in this connection is that our exports to the 
British Empire have been gradually increasing. Before 
the War om net imports from the Empire were Rs. 34 
crores. The situation has been changing since then. In 
1935-36 instead of any net imports our net exports to the 
Empire were worth Rs. 11 crores. It is disappointing to 
note that our exports to Europe, which was our principal 
customer before the War, have been declining. Before 
the War our net exports to Europe were Rs. 55 crores, 
which by 1935-36 dwindled down to a mean figure of 
Rs. 8 crores. It will be of interest to study the percentage 
share of each country in our trade and in the following 
table we show the percentage of our import and export 
trade with the leading coimtries of the world: — 

IMPORTS. 


1913-14 1982-38 1938-34 1934-85 1985-86 
per cent per cent per cent per cent per cent 


United Kingdom 

64.1 

36.8 

41.7 

40.6 

38.8 

Germany 

6.9 

7.8 

7.7 

7.6 

9.2 

Java 

5.8 

2.8 

2.1 

1.4 

1.3 

Japan 

2.6 

15.4 

14.2 

15.7 

16.3 

United States of America ... 

2.6 

8.5 

6.2 

6.4 

6.7 

Belgium 

2.3 

2.6 

2.3 

1.6 

1.8 

Austria and Hungary 

2.3 

0.5 

0.5 

0.5 

0.5 

Straits Settlements 

1.8 

2.1 

2.6 

2.3 

2.7 

Iran, Arabia, Iraq, Asiatic 
Turkey, and Sumatra 

1.5 

2.0 

1.9 

2.5 

2.5 

France 

1.5 

1.5 

1.3 

1.2 

1.0 

Mauritius 

1.3 

... 

... 

... 

... 

Italy 

1.2 

3.0 

2.5 

2.3 

1.5 

China 

0.9 

2.2 

1.9 

1.6 

1.4 

Netherlands 

0.8 

1.3 

1.6 

1.0 

1.0 

Australia 

0.5 

0.8 

0.9 

0.7 

0.9 

Hongkong 

0.5 

0.4 

0.4 

0.3 

0.3 

Dutch Borneo 

0.4 

0.3 

0.3 

0.2 

0.2 

Ceylon 

0.4 

1.3 

1.1 

1.0 

1.1 

Switzerland 

0.3 

1.0 

0.8 

1.0 

1.1 

Kenya and Zanzibar 

0,3 

1.7 

2.1 

2.4 

2.6 
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EXPORTS. 


1918-14 1982-38 1933-34 1984-85 1985-36 
Per cent Per cent Per cent Per cent Per cent 


United Kingdom 

23.4 

28.0 

32.2 

81.6 

31.5 

Germany 

10.6 

6.5 

6.5 

4.5 

5.9 

Japan 

9.1 

10.3 

8.5 

16.1 

13.4 

United States of America ... 

8.7 

7.4 

9.6 

8.3 

10.1 

France 

7.1 

6.0 

4.9 

3.2 

4.4 

Belgium 

4.8 

3.0 

3.0 

2.6 

3.4 

Austria and Hungary 

4.0 

... 

... 

... 

... 

Ceylon 

3.6 

5.0 

4.2 

4.5 

4.5 

Iran, Arabia, Iraq, Asiatic 
Turkey and Sumatra 

3.2 

2.2 

1.8 

1.9 

1.7 

Italy 

3.1 

3.5 

3.8 

3.8 

2.2 

Hongkong 

3.1 

1.1 

0.8 

0.6 

0.3 

Straits Settlements 

2.7 

2.7 

2.3 

1.9 

2.3 

China 

2.3 

2.6 

3.0 

1.9 

1.1 

Central and South America 

2.2 

2.8 

2.2 

2.6 

2.0 

Netherlands 

1.7 

8.0 

2.7 

1.9 

2.3 

Australia 

1.6 

2.9 

2.0 

1.9 

1.8 

Kenya and Zanzibar 

1.0 

0.5 

0.5 

0.6 

0.4 

Union of Socialist Soviet 
Republics 

0.9 

0.3 

0.1 

... 

0.2 

Spain 

0.8 

1.0 

0.9 

0.6 

1.1 

Java 

0.8 

0.5 

0.3 

... 

0.3 

These two tables 

reveal 

the 

stronger 

position of 


India both in export and import trade with the U. K. and 
the Empire and its weaker position in Europe. While our 
imports from the U. K. declined from 64.1 per cent, in 
1913-14 to 38.8 per cent, in 1935-36, our exports increased 
from 23.4 per cent, in 1913-14 to 31.5 per cent, in 1935-36. 
We shall show the position of trade with the British 
Empire in a separate table. From the above tables we 
find that exports to the European countries have greatly 
declined. Our exports to Germany decreased from 10.6 
per cent, before the war to 5.9 per cent, in 1935-36, to 
France from 7.1 per cent, to 4.4 per cent., to Belgium from 
4.8 per cent, to 3.4 per cent, during the same period. The 
following table shows our imports and exports to coun- 
tries other than the British Empire and the next table 
shows our trade with the British Empire. 


THE STATE AND ECONOMIC LIFE 


IM 


IMPORTS. 


Countries 

1018-14 

1088-84 

1034-85 

1085-86 

European Countries 

Rs. (lakhs) Rs. (lakhs) Rs. (lakhs) Rs. (lakhs) 

Union of Socialist 

Soviet Republics 

6 

1.64 

1.57 

1.61 

Sweden 

52 

1.02 

99 

1.14 

Norway 

23 

61 

50 

58 

Denmark 

4 

17 

14 

32 

Germany 

12.67 

8.80 

10.11 

12.35 

Netherlands 

1.55 

1.82 

1.30 

1.84 

Belgiiun 

4.26 

2.66 

2.16 

2.44 

France 

2.69 

1.51 

1.53 

1.20 

Spain 

10 

21 

24 

22 

Switzerland 

60 

1.02 

1.34 

1.47 

Italy 

2.20 

2.91 

3.02 

2.00 

Austria ...1 

4.29 

/ 52 

53 

43 

Hungary ...j 

\ 11 

8 

24 

Czechoslovakia 

• •• 

80 

88 

68 

Other countries 

60 

1.26 

02 

84 

Total : European countries 80.08 

25.15 

25.81 

26.95 

Other Foreign Countries 

Arabia 

57 

28 

28 

28 

Iraq 

... 

80 

52 

50 

Iran 

71 

1.45 

2.00 

2.85 

Java 

10.75 

2.89 

1.01 

1.74 

Borneo (Dutch) 

00 

82 

30 

31 

Siam 

28 

45 

1.04 

81 

French Indo-China 

• • • 

19 

67 

66 

China 

1.71 

2.23 

2.07 

1.85 

Japan 

4.78 

16.36 

20.80 

21.84 

Egypt 

80 

68 

1.67 

1.58 

Portuguese East Africa 

15 

82 

27 

45 

United States of America 

4.70 

7.18 

8.41 

8.04 

Other Countries 

16 

26 

70 

66 

Total : Other Fcmign 

Countries 

25.10 

82.50 

41.63 

41.92 
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1018-14 

1938-84 

1984-85 

1935-86 

European Countries — 

Rs. (lakhs) Rs. (lakhs) 

Rs^ (lakhs) 

Rs. (lakhs) 

Union of Socialist Soviet 

Republics 


2.47 

8 

8 

85 

Sweden 


42 

84 

88 

41 

Norway 


5 

88 

86 

40 

Poland 


... 

41 

58 

82 

Germany 


26.42 

9.02 

7.25 

9.59 

Netherlands 


4.42 

4.24 

8.85 

8.73 

Belgium 


12.10 

4.51 

4.41 

5.54 

France 


17.72 

7.43 

5.36 

7.20 

Spain 


2.23 

1.41 

1.89 

1.78 

Italy 


7.89 

5.83 

5.87 

8.54 

Austria / 


10.01 

... 

1 

4 

Hungary ^ 



... 

2 

3 

Greece 


9 

47 

51 

48 

Turkey, European 


11 

20 

16 

10 

Turkey. Asiatic 


2.94 

18 

17 

8 

Other Countries 


64 

42 

74 

86 

Total : European Countries... 

87.51 

35.82 

30.66 

84.95 

Other Foreign Countries — 

Egypt 

... 

2.27 

1.21 

1.28 

1.28 

Arabia 


1.66 

96 

98 

1.01 

Iraq 


... 

66 

57 

50 

Iran 


1.41 

85 

48 

57 

Java 


1.95 

47 

50 

47 

Siam 


95 

93 

1.15 

92 

China 

... 

5.71 

4.54 

2.64 

1.88 

Japan 

• . . 

22.69 

13.63 

24.81 

22.07 

Portuguese East Africa 


62 

72 

79 

84 

United States of America 

... 

21.85 

14.41 

13.14 

16.55 

Cuba 

• • • 

56 

67 

66 

78 

Argentina 

• •• 

3.14 

2.28 

2.74 

2.0T 

ChUe 

• • • 

1.06 

28 

25 

37 

Other Countries 

... 

8.08 

3.47 

8.54 

8.71 

Total ; Other Foreign Countries 66.98 

44.98 

S8.SS 

58.11 
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These tables reveal that since the War, we have lost 
a good deal of our export trade with most of these coum 
tries. Now we shall take the British Empire and shall 
study the import and export trade statistics to see how 
we stand. 

mPORTS FROM THE BRITISH EMPIRE 


Countries 

1918-14 

1932-88 

1983-34 

1934-35 

1935-86 


Rs. 

Rs. 

Rs. 

Rs. 

Rs. 


(lakhs) 

(lakhs) 

(lakhs) 

(lakhs) 

(lakhs) 

United Kingdom 

1,17,58 

48.80 

47.59 

58.73 

52.19 

Ceylon 

81 

1.76 

1.29 

1.29 

1.49 

Straits Settlements 

8.42 

2.79 

2.68 

3.11 

8.66 

Hong Kong 

South Africa 

98 

23 

52 

19 

45 

26 

89 

25 

42 

81 

Mauritius 

2.53 

... 

... 

... 

• • • 

Kenya Colony, Zanzibar 






and Pemba 

89 

2.22 

2.48 

8.20 

8.50 

Canada 

1 

84 

69 

92 

94 

Australia 

92 

1.07 

1.02 

97 

1.19 

New Zeland 

... 

8 

2 

8 

4 

Other countries 

1.20 

1.66 

1.28 

1.46 

1.77 

Total British Empire ... 

1,28,07 

59.38 

57.71 

65.85 

65.51 


EXPORTS TO THE BRITISH EMPIRE. 



1918-14 

Rs. 

(lakhs) 

1982-83 

Rs. 

(lakhs) 

1983-84 

Rs. 

(lakhs) 

1984-85 

Rs. 

(lakhs) 

1985-86 

Rs. 

(lakhs) 

United Kingdom 

58.35 

37.81 

48.06 

48.98 

51.80 

Aden and Dependencies ... 

1.40 

67 

78 

75 

58 

Ceylon 

9.04 

6.82 

6.24 

6.84 

7.46 

Straits Settlements 

6.79 

8.64 

8.84 

3.31 

3.77 

Federated Malaya States... 

22 

57 

51 

56 

76 

Hong Kong 

7.82 

1.47 

1.12 

60 

58 

South Africa 

1.20 

1.26 

1.22 

1.44 

1..58 

Mauritius 

1.26 

75 

68 

87 

89 

Kenya Colony, Zanzibar 






and Pemba 

1.02 

78 

69 

66 

69 

Canada 

1.48 

1.63 

1.88 

1.72 

1.72 

Australia 

4.10 

8.90 

2.98 

2.72 

2.87 

New Zeland 

56 

89 

58 

50 

40 

Other Countries 

1.20 

1.79 

1.88 

2.08 

2.92 

Total British Empire 

94.39 

62.48 

69.86 

71.08 

76.22 


The trend of these tables is quite clear. While 
exports since the depression have been declining to Euro- 
pean countries, our exports to the British Empire have 
been increasing. 
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The Possibilities of Increasing our Export Trade 

It has been repeatedly suggested that we should try 
to increase our trade with European countries by entering 
into bi-lateral trade agreements with them. Enough data 
has been presented in the previous chapters to show the 
restrictionistic policy which almost all European countries 
are following and the intense desire for autarky is com- 
pelling them to import as little as possible. Under the 
circiunstances there seems little hope of increasing our 
trade with most Exiropean countries imder the existing 
circumstances. To think that we can increase ovn export 
trade by means of bi-lateral trade agreements is due per- 
haps to misunderstanding of the exact nature of the bi- 
lateral trade agreements. Only those nations can benefit 
by bi-lateral trade agreements which have an unfavour- 
able balance of trade with the controlling country. In 
our case we find that with almost all European countries 
we have a favourable balance of trade. Our export trade 
has suffered not so much from the restrictionistic policy 
of individual countries but from the cumulative effect of 
all these countries and policies combined together. 
The countries that have been hit very hard by the depres- 
sion have tried to protect their currencies and safeguard 
their balance of payment by imposing increasing restric- 
tions on imports. Only those imports have been permit- 
ted which were considered absolutely necessary. And 
in allowing these imports, preference has been given to 
those countries on which they had some claims. For 
instance, Germany gave increasing preference to South 
American countries to import necessary products because 
it had already exported a good deal of manufactured 
products to these countries, the balance of which was not 
available to German exporters owing to the regulation of 
exchanges in South American countries. In order to 
repatriate those funds Germany allowed South American 
imports, although it had to pay more for them. But it was 
not a question of paying more. It was a question of 
getting or not getting at all. Germany could not import 
these things from other countries because she had no 
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funds to pay for these imports. For making such 
payments clearing agreements have been devised. It is a 
situation like this which affects India seriously. 

For a country like India which has a favourable 
balance of trade, to enter into clearing agreements is 
positively harmful. In this connection the following re- 
marks of the League of Nations may be read with interest. 
“To have a good clearing system you must have a bad 
balance of trade.”^ India has more to gain by the 
improvement of the general economic conditions of the 
world and by following the traditional policy of most 
favoured nation clause, rather than by entering into bi- 
lateral pacts with individual countries. The truth of 
this argument can be corroborated from the foregoing 
tables. We find that with the upward trend of world 
recovery our balance of trade has been improving, and it 
is on this recovery rather than in anything else that the 
future welfare and the trade prosperity of India depends. 

Closer Relations with the Empire 

The statistical data which we have presented in the 
previous pages shows that we are losing a good deal of 
foot-hold in trade with Europe, while our trade with 
Empire coimtries is developing. A person would be more 
than an optimist who would pin much hope in 
increasing our trade relations with Europe. The Euro- 
pean situation, as far as international trade is concerned, 
is far from satisfactory. We are not the only country 
which has been losing her trade with Europe. Europe 
has failed to share in the recovery of the world trade, 
which has been under since 1932. In 1935 the gold value 
of the world trade with European countries declined by 
2 per cent, whereas in every other continent it increased 
— ^by 2 per cent, in Asia, 5 per cent, in Latin America, 7 
per cent, in Africa, 9 per cent, in Australia and New 
Zealand, and 12 per cent, in North America.^ 

Europe is living under a constant shadow of war and 
no amount of logical appeal can help or persuade the 

(1) OlearinR Agreements, op. cit. page 85. 

(2) For details see World Economic Survey, 5th year, 1985*36 page 
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leading European countries to give up their policy of 
bi-lateralism. The view put forth in India that we should 
enter into a bi-lateral trade agreement with European 
countries is not likely to succeed as these countries are 
more interested in selling things to other countries than 
in buying from them. Our export trade with Gtermany 
illustrates this. Without any trade agreement with India 
and in spite of the fact that German goods pay higher 
tariffs than British goods in India, Germany has been 
constantly increasing its exports to India during the last 
few years. The reason for this is not far to seek. In 
Germany the trade is mostly controlled by the state 
and the factor of cost does not enter in this matter. We 
have already pointed out in the fourth chapter that heavy 
subsidies are given to encourage German exporters to 
find outlets for German products in foreign countries in 
order to increase the balance of payments. If we enter 
into bi-lateral pacts with European coimtries we will 
have to face two situations. The first and the foremost 
is how are we to repatriate our funds if we continue to 
export more and more. No doubt the bi-lateral trade 
agreements will help us to increase our exports. This 
means we will have more claims on these coimtries. But 
most of these countries exercise rigid regulation over 
their exchanges and payments cannot be easily made to 
the exporting coimtries. They have devised a system of 
clearing agreements which has eventually led to barter 
trade and in that case we will have either to increase our 
imports from those countries or to curtail our exports. 
The second course is not feasible because we already have 
a favourable balance of trade. The only other alternative 
is that we should try to import more from them. It can 
be suggested that at present we import a good deal from 
the U. K. and that share can go to these European 
countries. 

Leaving political considerations or any imperial 
sentiments aside, we must realise that if we buy less from 
the United Kingdom naturally we shall be able to sell less 
too, and in this restrictionist world it would be very 
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difficult for us to find markets for our products which 
will be displaced from the U. K. It would be folly of the 
first magnitude to lightly discard one of the biggest and 
the richest markets of the world to capture which all 
European countries are making desperate efforts. The 
U. K. is our chief customer and year by year its import- 
ance is increasing. Diuing the year 1935-36, 31.5 per cent, 
of our exports went to the U. K. as compared with 23.4 
per cent, in 1913-14. This itself is a very impressive 
figure as almost one third of our exports find their mar- 
ket in the U. K. But the U. K. market becomes quite 
indispensable to us when we see that some of our import- 
ant exports find their main market in the U. K. and if 
that market is threatened our position will become very 
unenviable. 


Percentage of our Important Exports 
to the United Kingdom 



1913-14 

1934-35 

1935-36 

Tea 

72.4 

90,0 

89.6 

Jute (Raw) 

38.0 

21.5 

21.6 

Jute (manufactured). 

6.3 

7.5 

8.8 

Cotton (Raw) 

3.5 

9.8 

13.4 

Oil Seeds 

22.2 

32.9 

24.9 

Food Grains 

26.7 

8.6 

5.2 

Hides and Skins 

(Raw and Tanned) . . 

25.9 

65.0 

61.7 


The only hopeful solution for this country is to look 
to the British Empire for expansion of our trade. The 
British Empire contains one-fifth of the world’s popula- 
tion and is the richest market in the world. We find to- 
day that it is the Empire countries that are our better 
customers and there is no reason why we should not try 
to develop these relations to our mutual advantage. 

The Political Aspects of the Situation 

It has been suggested that India would be rather 
reluctant to enter into any agreements with those domi- 
nions who discriminate against Indians. This is a sound 
attitude. No one will be more prepared than myself to 
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eondemn the attitude of those dominions who treat us as 
aliens, and during my travels in Australia, New Zealand, 
Canada and South Africa I repeatedly emphasised this 
point to the Dominions. The trend of my argument was 
that India is an essential and integral part of the British 
Commonwealth and it is in the interest of the Domi- 
nions to exploit the Indian market. We in India have a 
population which we at present can ill afford to sustain. 
We need outlets for our men and the Dominions and 
Colonies need outlet for their products. Why not go 
in for mutual benefit? India would be a good customer 
of these countries and would buy their products provided 
they allowed Indian emigrants in their countries. If 
everyone of us has this in view and every possible effort 
is made to put forth this view, I am sure in the long run 
we are bound to succeed. The Dominions have begun 
to realise this. But the unfortunate part of it is that 
however we may condemn this policy of the Dominions, 
the type of emigrants that we have so far sent to these 
countries has done more harm to the name and credit 
of India than good. No doubt in the beginning they were 
poor and led a rather miserable life, but cases have come 
to the writer’s notice where people in various Dominions 
earning £50 to 60 a week and owning properties worth 
thousands of pounds were still living like coolies. These 
are mostly illiterate and ignorant people and the example 
that they have set as to India’s culture and ideals is very 
bad. In this connection it will be worth our while to 
explore the possibilities of selecting a better type of 
emigrant so that when they go out they should not be a 
scandal and disgrace to our coimtry. 

This is the right approach to the problem and the 
matter can be only solved through mutual discussion and 
agreement. It is rather unfortunate that hardly any 
Indian statesman or business man visits these countries 
and thereby neither the people of these countries nor 
our statesmen come into touch with one another. If mutual 
co-operation is to be achieved it must be by mutual 
contact. In the Indian Legislative Assembly it has been 
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suggested that we should not enter into any agreements 
with the British Dominions or Colonies as they have anti- 
Indian laws and some have gone even so far as to suggest 
that we should even start on an economic boycott. But 
very few people realise that the Dominions have nothing 
to lose but will gain by this folly of our politicians. The 
statistics given in the previous pages clearly show that 
with every Dominion we have a favourable balance of 
trade. We are importing less from the Dominions and 
exporting more, and if any party is likely to suffer from 
this boycott it is India and not the Dominions. The 
imports from the Dominions are complementary and not 
competitive and there are immense possibilities of 
developing and increasing the trade with the Dominion 
countries and in return persuading them to buy more 
from us. 
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